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Letter to our Stockheold

As we commence our tenth year pioneering the mainstream consumer and commercial
aspects of GPS-enabled location technology, it is heartening to look back on 2004, our first
year as a public company, and to reflect on how our vision of 1995 has become a commercial
reality in each of the markets that we serve. Our focus is on key mobile platforms: automobiles,
mobile phones, mobile computers and embedded consumer electronics devices. Today
SiRF is recognized as a leading location technology provider in each of these markets and
has the financial strength to extend and consolidate that leadership.

In 2004 we reported record revenues of $117.4M, a 80% increase from 2003, and record
operating income of $15.8M compared to $3.7M for 2003. We exited the year with a strong
cash, marketable securities and long-term investments position of $145M, including $94.1M
from our Initial Public Offering, compared to $21M in 2003. The highlight of our fiscal year
was our very successful [IPO complemented by the impressive caliber of our new investors.

Fimemelal ilighl g

Magrkel O D”)OJFU T ﬁvry
We believe that the opportunities presented in our markets are immense. Location is as

fundamental a notion as time. Everyone can relate to the significance of being able to
identify a precise location anywhere on earth for moving objects, whether for people or
valuable assets of any kind. Even more compelling is the ability to bring context to that
precise location. This can be done with informational data answering the question “where
is the nearest xxx?" or with mapping and navigational data answering the guestion “how
do | get to xxx?” It can address safety and security issues with geo-fencing commands that
generate an alert when the subject crosses predefined geographical boundaries or with
tracking commands when it is necessary to provide precise tracking of moving objects.

In addition to its more traditional use in automobile navigation, location technology is also
being used in many enterprise applications as a means of bringing efficiency and convenience
to mobile workforces; location based services are being offered in various forms by ceflular
wireless operators worldwide; recreational GPS applications for outdoor pursuits are now
prevalent; and the first applications for digital cameras and mobile games are appearing.

SiRF's technology, which can pinpoint locations from typically 5-15m down to 1m, depending
on the surroundings, provides the enabling capability for all of these applications via inexpensive
vet highly accurate GPS receivers built with our chipsets and employing our proprietary
software and algorithms. Our patented technology enables availability of location information
in places where traditional GPS receivers did not work, such as dense foliage and many
indoor environments.

New Produact lriroductions

Early in the year we introduced three revolutionary new products which provide our customers
with market leading capability in location technology. Our new SiRFstarlll chipset and
associated software sets a new standard of performance for GPS receivers with the ability
to detect extremely low level satellite signals, distinguish true signals from reflections, and
generate position fixes in seconds. Early customers have been impressed with its level of
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Forward-Looking Statements

This report on Form 10-K contains forward-looking statements, including, but not limited to, statements
about our expectations regarding the anticipated benefits of our design process, test methodologies and quality
assurance procedures, the amount of our net revenue from sales to the Asia/Pacific region, our belief that a
significant amount of the systems designed and manufactured by customers in the Asia/Pacific region are
subsequently sold to original equipment manufacturers, or OEMs, outside of that region, our ability to obtain
additional production capacity, our beliefs regarding the key competitive factors in our markets, increases in
research and development costs, sales and marketing expenses and general and administrative expenses, the
anticipated features, benefits and timing of volume shipments of our new products and prices of mature products,
the areas of research and development of our India development center, our profitability, our critical accounting
policies, our gross margins, our expenses, our revenues, our anticipated cash needs, our estimates regarding our
capital requirements, our needs for additional financing, price reductions, concentration of markets for our
products, our dependency on relationships with and concentration of our customers, costs of being a public
company, future acquisitions or investments, competition, our intellectual property including our ability to obtain
patents in the future, and potential legal proceedings. These statements may be identified by such terms as
“anticipate,” “believe,” “may,” “might,” “expect,” “will,” “intend,” “could,” “can,” or the negative of those terms
or similar expressions intended to identify forward-looking statements. These forward-looking statements are
subject to risks and uncertainties which may cause actual results to differ materially from those expressed or
implied by the forward-looking statements. These risks and uncertainties include, but are not limited to, the
development of the market for GPS-based location awareness technology, factors affecting our quarterly results,
our sales cycle, price reductions, our dependence on foundries to manufacture our products, our ability to
adequately forecast demand for our products, our customer relationships, our ability to compete successfully, our
product warranties, the impact of our intellectual property indemnification practices and other risks discussed in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations ~ Factors Affecting
Our Operating Results” in this report. These forward-looking statements represent our estimates and assumptions
only as of the date of this report. Unless required by law, we undertake no responsibility to update these forward-
looking statements.

3% i

PARTI

Item 1. Business
Overview

We are a leading supplier of Global Positioning System, or GPS, semiconductor solutions designed to
provide location awareness capabilities in high-volume mobile consumer and commercial applications. Location
awareness capabilities allow a user to determine and use location information to gain access to applications and
services, such as navigation or roadside assistance. Location awareness capabilities may be combined with
wireless connectivity to enable a range of tracking and location applications, such as child and asset locators. Our
products use the Global Positioning System, which is a system of satellites designed to provide longitude,
latitude and time information to GPS-enabled devices virtually anywhere in the world. We offer a broad range of
GPS chip sets and premium software products for high volume-GPS markets. Each of our current chip set
product lines consists of two integrated circuits, a radio frequency integrated circuit and a digital signal
processing circuit, and standard embedded GPS software. In addition to chip sets and standard embedded
software, we also provide premium software products, which are designed for specific customer platforms, such
as mobile phones, consumer devices and automotive. We market and sell our products in four target platforms:
wireless handheld, automotive, portable computing devices and dedicated or embedded consumer and
commercial devices.




Products

We offer a broad range of GPS chip set and premium software products for high-volume GPS markets. We
introduced our first-generation product architecture, called SiRFstarl, in 1996 with a focus on automotive
applications. We introduced a low-power product line, called SiRFstarl/LX, based on this architecture in late
1997. We introduced our SiRFstarll architecture in both IP core and chip set forms in 1999. SiRFstarile was our
first chip set product line based on this architecture, followed in 2002 by our SiRFstarlle/LP and SiRFstarllt
products. In October 2002, we introduced SiRFLoc client software, and in May 2003, we introduced SiRFXTrac,
both of which are premium software products. Following our acquisition of Conexant’s GPS chip set business,
we offered its Zodiac product line, which we are no longer actively marketing. Our product lines are available in
multiple packaging options. In February 2004, we announced three new products: (a) SiRFstarlll, our latest
generation GPS architecture with embedded SiRFLoc client software, both in chip set and intellectual property
core form; (b) SiRFSoft with SiRFLoc client software, our GPS solution for application processor powered
wireless platforms; and (¢) SiRFLoc server, a multimode aiding platform that can be deployed in wireless
networks to improve the performance of GPS enabled devices. These products are not yet in high-volume
commercial production.

Each of our current chip set product lines consists of two integrated circuits, a radio frequency integrated
circuit and a digital signal processing circuit, and standard embedded GPS software. The radio frequency
integrated circuit is an analog semiconductor that detects and processes radio frequency signals from GPS
satellites. The digital signal processing circuit is a semiconductor that helps process those signals to create data.
The standard embedded GPS software searches satellite signals and uses satellite data to calculate location. In
addition to chip sets and standard embedded software, we also provide premium software products, SiRFLoc,
SiRFXTrac, SiRFDRive and SiRFNav, which are designed for specific customer platforms, such as mobile
phones, consumer devices and automotive.

Our products have been integrated into such mobile consumer devices as mobile phones, automobile
navigation systems, personal digital assistants, or PDAs, handheld navigation devices and GPS-based peripheral

devices, and into commercial systems such as fleet management and road-tolling systems.

The following table summarizes the features of our current SiRFstar-based products.

Chip Set Products and
Standard Embedded Software Description

SiRFstarlle product line = Radio frequency integrated circuit with ability to support multiple frequency inputs

> State-of-the-art digital signal processing circuit designed to detect very weak signals and
built-in differential GPS processor to improve accuracy

o Standard embedded GPS software

> Internal processor and memory that process GPS and some customer-defined software

e Licensed to select customers as an IP core

SiRFstarlle/LP product line | Radio frequency integrated circuit

° Low-power enhanced digital signal processing circuit with built-in differential GPS
processor to improve accuracy

» Standard embedded GPS software
* Internal processor and memory that process GPS and customer-defined software

* Licensed to select customers as an IP core

SiRFstarllt product line + Radio frequency integrated circuit

* Low-power enhanced digital signal processing circuit with built-in differential GPS
processor and analog to digital converter to support sensors such as gyroscapes

+ Standard embedded GPS software portable to different host processors for reduced cost




Premium Scftware Description

SiRFLoc ° Software for wireless devices that provides enhanced location information using the capabilities
of the wireless networks, as needed, for multimode GPS

SiRFXTrac o Software designed to provide high-sensitivity satellite tracking in autonomous GPS applications
that cannot use assistance from a wireless network

SiRFDRive »  Software for automotive applications that enhances positioning by using sensors commonly found
in automobiles, such as odometers

SiRFNav » Software for automotive navigation systems that shares resources with the host processor

Our product lines are available to OEM customers in four forms: chip sets, modules, IP cores and premium
software. For customers with high-volume requirements or unique system requirements, we sell our products as
chip sets, which can be integrated into the designs of their products. Customers which require GPS functionality
to be added quickly to devices designed primarily for other functions may purchase complete GPS modules
based on our chip sets from our value added manufacturers, or VAM, customers. These modules consist of our
chip sets mounted on a board that can be readily added to a device. For customers that have very high-volume,
cost-sensitive applications such as mobile phones, we also offer our technology in IP core form, consisting of the
design code for our chip sets and the source code for the software embedded in the chip sets.

We have developed and are developing premium software products designed to enable our chip sets to be
more easily integrated into specific applications, including our SiRFLoc, SiRFXTrac, SiRFDRive and SiRFNav
premium software products. We charge a separate licensing royalty for these premium software products.
SiRFLoc is premium software for multimode GPS created for wireless devices needing enhanced location
information using the assistance capabilities of wireless networks as well as in autonomous environments, where
the assistance capability may not be available. It has both client and server software aspects with the client
software integrated into the user devices, such as handsets, and with the server core integrating into the wireless
network systems, such as location servers. SiRFXTrac is software for PDA and consumer devices that runs on
our SiRFStarfle/LP product line and is designed to track signals in weak-signal environments without any
assistance from wireless networks. SiRFDRive is software for automotive applications which uses inputs from
the gyroscope, odometer and other sensors in the automobile to complement the GPS satellite signal. SiIRFNav is
designed to enable the navigation function to be performed by the host processor, which can reduce the cost of
the GPS sub-system.

In addition to our chip sets and premium software products, we provide two types of tool kits: evaluation
kits and system development kits. Evaluation kits consist of a GPS module as well as software, enabling potential
customers to evaluate the performance of our products for their specific environment and application. System
development kits are designed to make it easier for our customers to incorporate our GPS technology into their
products and reduce their time to market. System development kits consist of hardware reference design
information, a software development platform and software tools to link our software to the customer’s system
software. We also offer utility software to our customers to assist them in high-volume manufacturing and
testing.

Technology

Our SiRFstar GPS architectures are designed to rapidly acquire satellite signals to determine location,
receive and process weak signals, use low amounts of power, generate low amounts of heat and provide greater
accuracy in a cost-effective structure.



The following are the key SiRFstar GPS architectural features implemented in our products.

Features

Description

Customer Benefit

SiRFLoc MultiMode
Location

Provides both autonomous and aided-
GPS capability in wirelessly connected
devices

Provides continuous location updates

Can calculate locations in either handsets
or the network

Rapid response time, continuous
navigation and improved signal
availability in highly degraded
environments

SnapLock Signal
Acquisition

Reacquires satellite signals rapidly after
emerging from an obstructed area, for
example, when an automobile passes
through intersections in an urban area

Re-establishes position quickly using re-
acquired signal

Rapid response time, providing more
satellite positioning fixes in difficult
environments such as urban canyons

SnapStart Fast Start

Obtains a position fix rapidly

Significant power savings during idle
with fast recovery to user request

SiRFDRive DR Enhanced
Location

Combines measurements from GPS
system and dead reckoning devices such
as odometers and gyroscopes

Improves accuracy and location
information availability in obstructed
environments such as urban canyons,
tunnels and parking garages

FoliageLock Signal
Sensitivity

Detects signals with, we believe, as low
as 1% of normal strength

Continues operating in dense foliage
with, we believe, as low as 1/400% of
original signal

Improved signal availability and,
therefore, improved navigation accuracy
in wilderness areas having heavy signal
degradation

SingleSat Positioning

Enables automotive GPS applications to
operate during short intervals when only
one satellite is visible

Permits continued navigation in urban
areas

Improved availability of navigation
solution from GPS in areas of severe
signal blockage

Dual Multipath Rejection

Reduces errors caused by reflected
signals

Improves GPS accuracy in obstructed
environments

Improved accuracy in urban canyons

Differential GPS Support

Corrects errors in standard GPS signals
using supplementary signals

Supports Federal Aviation
Administration’s wide area augmentation
system

Improves GPS accuracy to one to five
meters

Improved accuracy for demanding
applications where differential signal is
available

TricklePower and
Adaptive Power
Management

Reduces power consumption and heat
dissipation

Increases battery life and allows smaller
device sizes

Intelligent cycling of the GPS core
provides lower power consumption in
continuous navigation, improving battery
life

Push-to-Fix Mode

Reduces average power consumption for
on-demand position applications such as
E911 and personal locators

Fast restart capabilities provide lower
power consumption in infrequent
positioning applications




Semiconductor Design Methodologies

We use advanced design tools and manufacturing process technologies in our design methodology, which
helps reduce die size, power consumption, heat generation and cost for a given function. We further integrate
specialized tools to accelerate design and verification time and to reduce the number of modification iterations.

Several factors must be taken into account in the design of GPS-based semiconductors. Because the GPS
satellite system employs a very high carrier frequency and very low signal strength, handling noise interference
is difficult and requires custom semiconductor design that can handle these radio frequencies. In addition,
reliability concerns, such as electrical static discharge and electromigration, further complicate the design
considerations. We have adopted a design approach, known as the customer owned tooling-approach, for many of
our radio frequency semiconductors to address these issues. Under the customer owned tooling, our engineers
design the entire circuit and layout, which are delivered to our foundries as a physical layout database. These
foundries use the database to fabricate the wafers which they then send to us. Because we design the entire circuit
and layout ourselves, rather than using a third party, we believe that we can reduce these types of design
problems.

For our digital signal processing semiconductors, we use complementary metal oxide semiconductor, or
CMOS, process technology and the turnkey design approach, which takes advantage of existing IP cores and cell
libraries offered by our foundries. We deliver to the foundries fully simulated netlists, which are instructions for
using these IP cores and cell libraries, and we receive fully tested and packaged parts.

Test Methodologies

Because the GPS satellites are constantly in motion, continuous position fixes at the same physical location
do not necessarily result in identical outputs. Moreover, different terrestrial environments will affect the satellite
signal in different ways. Consequently, navigation solutions require the collection of large amounts of data in
various environments and sophisticated software to analyze these inputs to ensure the best performance across a
variety of potential user platforms. Laboratory test environments cannot reliably simulate all possible scenarios,
making comprehensive automated testing for GPS products difficult. Over the last nine years, we have developed
extensive test methodologies, including laboratory simulation, road testing, pedestrian applications, indoor
positioning and aided acquisitions, to assure the quality of our products. These proprietary test methodologies
include hundreds of separate tests, which generate large amounts of real-time data which is automatically
collected and analyzed. We believe this test system is a key to our ability to release high-quality products in a
timely manner.

Customers

We market and sell our products worldwide through a combination of direct sales, independent sales
representatives and distributors. We also sell to VAMs, which incorporate our chip sets into modules. We target
four major platforms: wireless handheld, automotive, portable computing devices and embedded consumer
devices. The following is a list of our top direct customers in each of our four target markets, based on shipments
made during 2004:

Market Customer
Wireless Handheld Applications *  Flextronics
»  Motorola PCS-3G Group
Automotive Applications s Siemens VDO
Mobile Computing Applications > Leadtek
*+  Promate
¢ Royaltek
Embedded Consumer Applications * Lowrance

« Navman




Promate, Leadtek, Gateway Technology Services and Motorola each accounted for at least 10% of our net
revenue in 2004. In total, these customers accounted for 64% of our net revenue in 2004. In addition, many of
our direct customers in turn sell to branded OEMs, such as Motorola’s iDEN group, MiTAC, TomTom,
Microsoft, Hewlett Packard, Dell, Palm and Medion, which sell products using our chip sets.

Export sales from the United States to customers outside the United States accounted for 75% and 87% of
our net revenue in 2004 and 2003, respectively. For a discussion of our net revenue by geographic region, please
see note 7 of the notes to the consolidated financial statements.

Manufacturing

We use independent semiconductor manufacturers to fabricate our semiconductors. By contracting our
manufacturing, we are able to focus more of our resources on product design and eliminate the high cost of
owning and operating a semiconductor fabrication facility. This fabless business model also allows us to take
advantage of the research and development efforts of leading manufacturers and to maintain flexibility in
choosing suppliers that meet our technology and cost requirements. Our products are manufactured using CMOS,
bipolar or a combination of bipolar and CMOS (BiCMOS), and silicon germanium (SiGe) process technologies.

We design our products to be compatible with industry standard manufacturing processes, allowing us to
work with multiple manufacturers. Our foundries are NEC in Japan, Samsung in South Korea,
STMicroelectronics in Italy and Freescale in the United States. Each foundry currently manufactures only one or
two of our semiconductors. We prequalify each manufacturing plant that we intend to use by having our quality
assurance team evaluate each plant. We maintain an operations and quality engineering group that manages
manufacturing logistics, including product planning, work-in-progress control, shipping and receiving and our
relationships with contractors. While we believe that we have adequate capacity to support our current sales
levels, we intend to continue to work with our existing foundries to obtain more production capacity, and we
intend to qualify new foundries to provide additional production capacity. Because we use independent foundries
to manufacture our semiconductor products, we may face risks such as lack of manufacturing capacity and
limited control over delivery schedules, quality assurance, production costs and manufacturing yields.

Assembly and Test

ASAT of Hong Kong, ASE of Taiwan, STATSChipPAC of Singapore and Samsung of South Korea and its
manufacturing plants worldwide conduct our assembly, testing and finish operations. All testing is performed on
standardized equipment using proprietary programs developed by our test engineering groups in collaboration
with our manufacturing partners. We use standard packages for most of our products.

Quality Assurance

We focus on product reliability from the initial stage of the design cycle through each specific design
process. We review quality and reliability data from our foundries and assembly subcontractors through each
stage of the production cycle. We closely monitor foundry production to enhance product quality and reliability
and yield levels. Each of our products undergo three test cycles, which are known as alpha, beta and production.
We believe this testing allows us to improve the quality and reliability of our products. In the alpha cycle, we test
the samples of the products with tests that simulate the use of the product in real-life environments. In the beta
cycle, after the product has been validated in the alpha cycle, we send the product to a select number of
customers who test the product in diverse environments and provide us with feedback. In the production cycle,
after feedback from our beta testing, we make any appropriate changes and re-validate the functionality and
performance of a product before it is released. We also have a quality assurance organization. We are certified by
the International Standards Organization quality standard called ISO9001-2000, and we actively monitor
emerging quality standards.




Sales and Marketing

We market and sell our products worldwide though a combination of direct sales, independent sales
representatives and distributors. For customers who want modules that incorporate our chip sets, we refer them to
our VAM customers. We have seven direct sales offices in the United States, the United Kingdom, France,
Japan, China and Taiwan. We also have distributors in the United States, Europe and the Asia/Pacific region. We
have a number of marketing programs to support the sale of our products and to increase brand awareness,
including participation in industry tradeshows, technical conferences and technology seminars, sales training,
advertising, co-branding agreements and public relations. We provide our distributors with price protection rights
which grant distributors the right to credit on future purchases in the event of declines in the price of our
products.

Research and Development

We devote a substantial portion of our resources to developing new products and strengthening our
technological expertise in the GPS market. Our engineering team has expertise in architecture design, wireless
communication algorithms, wireless and GPS system engineering, digital signal processing circuit design, radio
frequency integrated circuit design and software engineering. We have dedicated engineering teams for systemns
design, digital signal processing circuit design, radio frequency integrated circuit design and software design. In
June 2004, we announced the establishment of SiRF Technology (India) Pvt. (“SiRF India”), a wholly owned
subsidiary of SiRF, and the launch of our development center in Noida, India. The key areas of research and
development will include newer generation of GPS chip sets and software that combine GPS with
complementary technologies. Our research and development expenditures were approximately $22.3 million in
2004, $15.5 million in 2003 and $11.6 million in 2002.

Government Regulation

GPS technology is restricted and its export is controlled. The United States government may restrict specific
uses of GPS technology in some applications for privacy or other reasons. The United States government may
also block the civilian GPS signal at any time or in hostile areas. In addition, the policies of the United States
government for the use of GPS without charge may change. The growth of the GPS market could be limited by
government regulation or other action. These regulations or actions could interrupt or increase our cost of doing
business. For example, the President of the United States authorized a new national policy on December 8, 2004
that establishes guidance and implementation actions for space-based positioning, navigation, and timing
programs, augmentations and activities for U.S. national and homeland security, civil, scientific, and commercial
purposes. To date, government regulation has not materially impacted our business. However, we cannot be
certain that the United States government will remain committed to the operation and maintenance of GPS
satellites over a long period. Other United States government agencies may become involved in the
administration or the regulation of the use of GPS signals. Any of the foregoing factors could affect the
willingness of buyers of our products to select GPS-based systems instead of products based on competing
technologies.

Competition

The market for our products is competitive and rapidly evolving. We expect competition to increase, which
may result in price reductions, reduced margins or loss of market share. We may be unable to compete
successfully against current or future competitors.

Within each of our markets, we face competition from public and private companies as well as our
customers’ in-house design efforts. For chip sets, our main competitors include Analog Devices, Motorola,
Philips, QUALCOMM, Infinion, Sony, STMicroelectronics, Texas Instruments and Trimble, as well as some
start-up companies. For modules based on our products, the main competitors are Furuno, JRC, Motorola, Sony
and Trimble. For licensed IP cores, our main competitors include QUALCOMM and Trimble. Licensees of
intellectual property from our competitors may also compete against us.
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In the wireless market, we also compete against solutions based on alternative location technologies such as
wireless infrastructure based systems. These systems are based on technologies that compute a caller’s location
by measuring the differences of signals between individual base stations. If these technologies become more
widely adopted, market acceptance of our products may decline. Competitors in these areas include Andrew,
Cambridge Positioning System and TruePosition. Further, alternative satellite-based navigation systems such as
Galileo, which is being developed by European governments, may reduce the demand for GPS-based
applications or cause customers to postpone decisions on whether to integrate GPS into their products. We plan
to actively participate in Galileo support and SiRF has recently joined the iNavSat Consortium, an industry group
bidding to secure the mandate to deploy and operate the Galileo systems.

We believe that the key competitive factors in our markets include:

» the cost-effectiveness of the location technology;

» performance in terms of availability, accuracy and time required to fix a location;

* low power consumption;

» high integration to reduce the size of the product;

* robustness of the products to operate in a variety of environments;

+ system development tool kits and design support to enable rapid time to market;

+ the ability to provide products in the form of chip sets, modules and licensed intellectual property; and

+ the ability to ship products in high volumes.

In addition, in the wireless market, the ability to support location in both handsets and the wireless network
is an important competitive factor. We believe that we compete favorably with respect to each of these factors.

Many of our competitors have significantly greater financial, technical, manufacturing, marketing, sales and
other resources than we do. We also believe that our success depends on our ability to establish and maintain
relationships with established system providers and industry leaders. Qur failure to establish and maintain these
relationships, or the preemption of relationships by the actions of other competitors or us will harm our ability to
penetrate emerging markets. '

Intellectual Property

As of December 31, 2004, we had 90 granted patents in the United States, 101 patent applications pending
in the United States, 14 patents granted in foreign countries and 99 foreign patent applications pending. We do
not know if our patent applications or any future patent application will result in a patent being issued with the
scope of the claims we seek, if at all, or whether any patents we may receive will be challenged or invalidated.
We intend to continue to assess appropriate occasions for seeking patent protection for those aspects of our
technology that we believe provide significant competitive advantages. Although we file patents to protect our
inventions, our revenue is not dependent on any particular patent. We do not believe the expiration or loss of any
particular patent would materially harm our business.

Our success also depends on our other rights in proprietary technology. We rely on a combination of
copyright, trade secret, trademark and contractual protection to establish and protect our proprietary rights that
are not protected by patents, and we enter into confidentiality agreements with our employees and consultants.
We generally require our customers to enter into confidentiality and nondisclosure agreements before we disclose
any sensitive aspects of our products, technology or business plans. Despite our efforts to protect our proprietary
rights through confidentiality and license agreements, unauthorized parties may attempt to copy or otherwise
obtain and use our products or technology. It is difficult to monitor unauthorized use of technology, particularly
in foreign countries where the laws may not protect our proprietary rights as fully as those in the United States.
In addition, our competitors may independently develop technology similar to ours. These precautions may not
prevent misappropriation or infringement of our intellectual property.
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Third parties could infringe or misappropriate our copyrights, trademarks and similar proprietary rights. In
addition, other parties may assert infringement claims against us. Although we do not believe our products
infringe any patents, our products may be found to infringe one or more issued patents. In addition, because
many pending patent applications in the United States are not publicly disclosed by the United States Patent and
Trademark Office until the patent is issued, applications may have been filed by others which relate to our
products of which we have no knowledge. We may be subject to legal proceedings and claims in the ordinary
course of our business, including claims of alleged infringement of the trademarks and other intellectual property
rights of third parties. We may also be required to resort to litigation to enforce our intellectual property rights.
Intellectual property litigation is expensive and time-consuming and could divert management’s attention away
from running our business. This litigation could also require us to develop non-infringing technology or enter
into royalty or license agreements. These royalty or license agreements, if required, may not be available on
acceptable terms, if at all, in the event of a successful claim of infringement. Our failure or inability to develop
non-infringing technology or license the proprietary rights on a timely basis would harm our business.

Employees

As of December 31, 2004, we had 202 active, permanent employees, including 102 in research and
development, 52 in sales and marketing, 18 in operations and 30 in general and administrative. None of our
employees is covered by a collective bargaining agreement. We believe that our relations with our employees are
good.

Available Information

We are subject to the informational requirements of the Securities Exchange Act of 1934, We therefore file
periodic reports, proxy statements and other information with the Securities and Exchange Commission. Such
reports may be obtained by visiting the Public Reference Room of the SEC at 450 Fifth Street, NW, Washington,
D.C. 20549, or by calling the SEC at 1-800-732-0330. In addition, the SEC maintains an internet site
(http://www.sec.gov) that contains reports, proxy and information statements and other information regarding
issuers that file electronically.

Our internet address is www.sirf.com. We make available, free of charge, through our internet website
copies of our Annual Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form §-K and
amendments to those reports, if any, filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as
soon as reasonably practicable after filing such material electronically or otherwise furnishing it to the SEC.
Information contained on our website is not incorporated by reference unless specifically referenced herein.

Item 2.  Properties

Our corporate headquarters are located in two locations in San Jose, California, where we occupy
approximately 25,000 and 23,000 square feet under leases expiring on December 1, 2006 and November 30,
2006, respectively. We also lease approximately 13,000 square feet in Santa Ana, California, 3,700 square feet
located in South San Francisco, California and approximately 4,400 square feet in Noida, India, which generally
serve as our engineering and product development locations. These leases expire on December 5, 2009, August
30, 2006, and April 1, 2009, respectively. We lease additional facilities in various locations expiring in fiscal
2005. We may require additional space in the future which may not be available on commercially reasonable
terms or in the location we desire.

Item 3. Legal Proceedings

We are not a party to any material legal proceedings. At various times we may be subject to various claims
and legal actions arising in the ordinary course of business.




Item 4.  Submission of Matters to a Vote of Security Holders

None.

Executive Officers

The names of our executive officers and their ages as of December 31, 2004 are as follows:

Name E w

Michael L. Canning ............. 63 President, Chief Executive Officer and Director
Walter D. Amaral ............... 53 Senior Vice President and Chief Financial Officer
KanwarChadha .. ............... 45  Vice President of Marketing, Director and Founder
Jamshid Basiji .................. 64 Vice President of Engineering

Joseph M.LaValle .............. 55 Vice President of Sales

Atul P. Shingal ................. 44 Vice President of Operations

Michael L. Canning has served as our President and Chief Executive Officer since June 2003 and as a
director since July 2003. Prior to joining us, from July 1998 to February 2002, Dr. Canning served as President
and Chief Executive Officer of Stream Machine Company, a digital video compression company. From
September 1993 to June 1997, Dr. Canning served as President of the Mass Storage Company of Cirrus Logic,
Inc., a supplier of semiconductors and software for entertainment applications. Dr. Canning holds a B.Sc. in
electrical engineering from the University of Durham, U.K., a Ph.D. in electrical engineering from the University
of Newcastle upon Tyne, U.K., and an M.B.A. from the University of Santa Clara.

Walter D. Amaral has served as our Senior Vice President and Chief Financial Officer since August 2000.
Prior to joining us, from August 1997 to August 2000, Mr. Amaral served as Senior Vice President and Chief
Financial Officer of S3. From April 1995 to August 1997, Mr. Amaral served as Senior Vice President and Chief
Financial Officer of NetManage, Inc., a software company. From May 1992 to May 1995, Mr. Amaral served as
Senior Vice President and Chief Financial Officer of Maxtor Corporation, a computer storage device company.
From May 1977 to May 1992, Mr. Amaral worked in several finance and marketing positions, the most recent of
which was corporate controller, at Intel Corporation. Mr. Amaral holds a B.S. in Accounting from California
State University, San Jose.

Kanwar Chadha, one of our founders, has served as our Vice President of Marketing and as one of our
directors since our inception in February 1995. Prior to founding SiRF, Mr. Chadha served as Director of
Strategic Marketing and as General Manager of the Multimedia Group at S3 from October 1992 to January 1995.
From April 1992 to September 1992, Mr. Chadha was a management consultant with 83 and Arcus Technology,
a data solutions company. From October 1989 to March 1992, Mr. Chadha served as Chairman of AQuest, Inc., a
multimedia company. From October 1983 to September 1989, Mr. Chadha served in various marketing
management positions, including Product Line Manager for Coprocessors and i860 RISC Processors, of Intel
Corporation. Mr. Chadha holds a B.S. in electrical engineering from the Indian Institute of Technology, New
Delhi, an M.S. in computer information systems from the University of Pennsylvania, and an M.B.A. from the
Wharton School of Business at the University of Pennsylvania.

Jamshid Basiji has served as our Vice President of Engineering since April 2003. Prior to joining us, from
August 2002 to April 2003, Mr. Basiji served as Vice President of Engineering of Kiwi Networks, a developer of
a wireless local area networking systems. From August 2000 to April 2002, Mr. Basiji served as Vice President
of Engineering of Opthos Corporation, a developer of an optical networking equipment. From May 1999 to June
2000, Mr. Basiji served as President and CEO of Sebring Networks, Inc., a semiconductor company. From
January 1992 to April 1999, Mr. Basiji served as Vice President of Engineering of 3COM Corporation, a
provider of voice and data networking products and services. Mr. Basiji holds a B.S. in electrical engineering and
an M.S. in electrical engineering and computer science from the University of California, Berkeley, and
completed Ph.D. coursework in electrical engineering at Stanford University.

10




Joseph M. LaValle has served as our Vice President of Sales since October 2003. Prior to joining us, from
May 1998 to October 2003 Mr. LaValle worked at Intel Corporation, a semiconductor company, where he held
various sales and marketing positions. From October 1988 to May 1998, Mr. LaValle worked at Digital
Equipment Corporation where he held various sales positions. Mr. LaValle holds a B.A. from Wabash College.

Atul P. Shingal has served as our Vice President of Operations since June 2003. Prior to joining us, from
July 1999 to June 2003, Mr. Shingal held various engineering positions at Globespan Virata, Inc., a supplier of
wireline and wireless communications solutions. From February 1995 to July 1999, Mr. Shingal served as
Technology Engineering Development Manager, Worldwide Manufacturing, of Cypress Semiconductor, Inc., a
semiconductor company. Mr. Shingal holds a B.S. in mechanical engineering from the Government Engineering
College, India, an M.S. in electrical engineering from California State University, San Jose and an M.B.A. from
Pune University, India. '

Adoption of 10b5-1 Plan

On February 28, 2005, Dr. Michael Canning, our President and CEO, adopted a prearranged trading plan in
accordance with Rule 10b5-1 of the Securities Exchange Act of 1934 and our Insider Trading Policy. All sales
under this plan will be publicly disclosed with the SEC in Form 4 filings.

On February 25, 2005, Conexant Systems, Inc., a more than 10% shareholder of us, adopted a prearranged
trading plan in accordance with Rule 10b5-1 of the Securities Exchange Act of 1934,

PARTI
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Eguity Securities
Market Information for Common Stock

SiRF Technology Holdings, Inc. is quoted on the Nasdaq National Market System under the symbol
“SIRF”. Public trading of our common stock began on April 22, 2004. Prior to that time, there was no public
market for our common stock. The following table sets forth, for the periods indicated, the range of high and low
sales price per share of our common stock as quoted on the Nasdaq National Market in fiscal 2004:

Price Range Per Share

Fiscal 2034 High Low

Second Quarter (trading commenced on April 22,2004) .................. $18.70 $11.96

Third QUarter . . .. ..ottt e $15.72 $ 875

Fourth Quarter . ... ... i i i e e e $15.01 $10.40
Holders

As of February 28, 2005, the approximate number of record holders of our common stock was 166. Because
many of our shares are held by brokers and other institutions on behalf of stockholders, we are unable to estimate
the total number of stockholders represented by these record holders.

Dividend Policy

We have not declared or paid any cash dividends on our common stock. We presently intend to retain our
future earnings, if any, to fund the development and growth of our business and, therefore, do not have plans to
pay any cash dividends in the near future.

Securities Authorized for Issuance under Equity Compensation Plans

The information required by this Item is included under Item 12 of Part III of this Report on Form 10-K.
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Sales of Unregistered Securities

On the following dates we issued the following shares of common stock pursuant to exercises of outstanding

warrants by net issuance in which the holders relinquished their right to purchase shares of common stock:

Shares of Shares of
Date of Sale Common Stock { Common Stock
Issued Relinquished

October 1, 2004 6,234 766
October 14, 2004 97 103
October 18, 2004 3,420 2,269
October 22, 2004 1,798 2,311
November 2, 2004 15,572 16,952
November 3, 2004 3,000 474
November 4, 2004 75 75
November 15, 2004 13,262 11,805
December 13, 2004 ' 2,635 402
December 17, 2004 6,598 994
December 31, 2004 2,179 321

On the following dates we issued the following shares of common stock pursuant to exercises of outstanding
warrants for cash consideration:

D Shares of Cash
ate of Sale ComIl;ls(:lne gtock Consideration
October 22, 2004 59,357 $365,045.55
November 5, 2004 78,673 $499,992.50

The issuance of these securities was considered to be exempt from registration under the Securities Act in
reliance on Section 4(2) of the Securities Act, or Regulation D promulgated thereunder, as a transaction by an
issuer not involving a public offering. The warrant holders represented their intentions to acquire the securities
for investment only and not with a view to or for sale with any distribution thereof, and appropriate legends were
affixed to the share certificate issued in the transaction.

Use of Initial Public Offering Proceeds

The Securities and Exchange Commission declared our first registration statement, which we filed on Form
S-1 (Registration No. 333-112645) under the Securities Act of 1933 in connection with our initial public offering
of our common stock, effective on April 22, 2004. Through this registration statement, we registered 8,650,000
shares of common stock (including the exercise of the over-allotment option of 1,650,000 shares) at $12.00 per
share and realized net proceeds of $94.1 million, after deducting underwriters’ discounts and expenses. As of
December 31, 2004, the Company invested the net proceeds of the offering in short- and long-term investment-
grade, interest bearing instruments.

Item 6. Selected Consolidated Financial Data

The following selected consolidated financial data should be read in conjunction with our consolidated
financial statements and related notes to our consolidated financial statements and “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” included elsewhere in this Annual Report on
Form 10-K.
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The consolidated statement of operations data for each of the years ended December 31, 2004, 2003 and
2002 and the consolidated balance sheet data as of December 31, 2004 and 2003 are derived from our audited
financial statements included in this Annual Report on Form 10-K, which were audited by Ernst & Young LLP.
The consolidated statement of operations data for the year ended December 31, 2001 and the consolidated
balance sheet data as of December 31, 2002 and 2001 are derived from our audited consolidated financial
statements not included in this Annual Report on Form 10-K, which were audited by Ernst & Young LLP. The
consolidated statement of operations data for the year ended December 31, 2000 and the consolidated balance
sheet data as of December 31, 2000 are derived from consolidated financial statements not included in this
Annual Report on Form 10-K and reflect the adjustments set forth in footnote (1) below. Historical results are not
necessarily indicative of the results to be expected in the future.

Year Ended December 31,
2001
2004 2003 2002 (Restated) @ 2000 @
(Unaudited)
{in thonsands, except per share data)
Consolidated Statements of Operations Data:
NELTEVENUE .. v oot e et et $117.368 $73,147 $ 30,357 $ 15,106 $ 14,842
Grossprofit ....... ..o 66,237 40,047 15,791 3,891 3,476
Netincome (10sS) .............. i, 30,723 3,565  (12,506)  (23,694) (21,581)
Deemed dividend to preferred stockholders ........ — 468 176 — —
Net income (loss) applicable to common
stockholders . ................ ... ... ... .... $ 30,723 $ 3,097 $(12,682) $(23,694) $(21,581)
Net income (loss) per share:
Basic ... ... $ 090 § 045 $ (192) $ (373) $ (3.75)
Diluted @ . ....... ... . . $ 064 $ 008 $ (1.92) $ (3.73) $ (3.79
December 31,
2001
2004 2003 2002 (Restated) 2000
(in thousands)
Consolidated Balance Sheet Data:
Cash and cash equivalents ...................... $ 86,462 $ 16,715 $ 8,229 $ 14,375 §$ 14,989
Working capital @ . . ..., .. e e 121,635 23,617 10,935 16,933 16,072
Totalassets .......... .. ... i 228,483 88,628 63,590 68,015 26,575
Long-term obligations, less current portion ......... 1,771 2,910 3,525 4,030 4,600
Convertible preferred stock . ........ ... ... .. ..., — 138,213 126,751 122,499 61,523
Total stockholders’ equity (deficit) ................ 211,807  (64,023) (72475) (63,760) (47,812)

(1) The selected consolidated statement of operations data for the year ended December 31, 2000 reflects the
following adjustments from our audited financial statements for that year: (a) the subsequent reclassification
of engineering services income from development contracts revenue to an offset of research and
development expense and (b) the subsequent reclassification of stock compensation expense attributed to
cost of revenue from operating expenses to cost of revenue in order to conform with the presentation of the
audited financial statements contained in this Annual Report on Form 10-K. Engineering services income
and stock compensation expense related to cost of revenue for the year ended December 31, 2000 was
$214,000 and $1,054,000, respectively.

(2) The restated consolidated financial statements for the year ended December 31, 2001 reflect the following
adjustments: (a) a decrease of $4.2 million to the value of the beneficial conversion feature from $6.1
million to $1.9 million recorded on the adjustment to the series G common stock conversion ratio in
December 2001; (b) a decrease of $1.0 million to net loss attributable to common stockholders representing
the reversal of the previously recognized deemed dividend on the value of the series H warrants issued in
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3)

C)

December 2001 which decreased our accumulated deficit by the same amount and decreased our net loss
applicable to common stockholders; and (c) a reclassification of $1.2 million of engineering services income
from revenue to an offset of research and development expense.

The diluted net loss per share computation in the year ended December 31, 2002, 2001 and 2000 excludes
potential shares of common stock issuable upon conversion of convertible preferred stock and exercise of
options and warrants to purchase common stock as their effect would be antidilutive. See note 1 to the
consolidated financial statements for a detailed explanation of the determination of shares used in
computing basic and diluted net income (loss) per share.

The working capital balance for the year ended December 31, 2003 reflects the reclassification of certain
current assets from prepaid expenses and other current assets to identified intangible assets and fixed assets,
resulting in a decline in working capital of $289,000.




Item7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion of our financial condition and results of operations should be read in
conjunction with the financial statements and related notes in this report. This discussion may contain
forward-locking statements based upon current expectations that involve risks and uncertainties. These
risks and uncertainties may cause actual resuits to differ materially from those discussed in the forward-
looking statements.

Overview

We are a leading supplier of Global Positioning System, or GPS, semiconductor solutions designed to
provide location awareness capabilities in high-volume mobile consumer and commercial systems. Our products
have been integrated into mobile consumer devices such as mobile phones, automobile navigation systems,
personal digital assistants, handheld navigation devices and GPS-based peripheral devices, and into commercial
systems such as fleet management and road-tolling systems. We have an intellectual property portfolio of 90
patents granted in the United States and 14 patents granted in foreign countries.

We market and sell our products to original equipment manufacturers, or OEMs, of four target platforms:
wireless handheld devices, including mobile phones, automotive electronics systems, including navigation and
telematics systems, portable computing devices, including personal digital assistants and notebook computers,
and embedded consumer applications, such as recreational GPS handhelds, digital cameras and watches.
Additionally, we market and sell our products to value-added manufacturers, who typically provide GPS modules
or sub-systems to the end-customer, and through intellectual property partners, who are typically large
semiconductor comparnies.

On April 22, 2004, we completed an initial public offering in which we sold 7.0 million shares of common
stock at $12.00 per share. In addition, we sold approximately 1.7 million shares of common stock at $12.00 per
share in connection with the exercise of the underwriters’ overallotment option. The total aggregate proceeds
from these transactions were $103.8 million. Underwriters’ discounts and other related costs were approximately
$9.7 million resulting in net proceeds to SiRF of approximately $94.1 million. Upon the closing of our offering,
all of our preferred stock, par value $0.0001 per share, automatically converted into approximately 29.1 million
shares of common stock.

As usage of GPS technology for high volume applications is generally in early stages of deployment, it is
difficult to predict market growth or growth drivers reliably. While some of the applications, such as OEM
automotive navigation systems, are well developed, most high-growth applications are just starting to emerge. In
fiscal 2004, we saw the emergence of portable navigation systems as a new growth driver while the location based
services, or LBS, market for wireless operators is in its early stages. Our long term growth depends on maintaining a
leadership position in such markets and enabling multiple growth drivers across our target platforms. We are
currently focusing significant efforts on enabling the end-to-end platform for successful LBS deployment by
wireless operators and for other consumer applications. Successful alliances with wireless operators, mobile phone
vendors and wireless platform providers are critical to our success in this emerging market.

In February 2004, we announced three new products: (a) SiRFstarlll, our latest generation GPS architecture
with SiRFLoc client software, both in a chip set and intellectual property core form, (b) SiRFSoft with SiRFLoc
client software, our GPS solution for signal processing in software on application processor powered wireless
platforms and (c) SiRFLoc server, a multimode aiding platform that is deployed in wireless networks to improve the
performance of GPS enabled devices. SiRFstarlll architecture is a critical element of our future growth. Strong
interest and design win for SiRFstarlll architecture, as well as high volume ramp-up of SiRFstarlil-based products
with robust application software are important for our revenue growth in 2005. Our SiRFLoc server platform is key
to our success in penetrating the market for wireless operators. We are also seeing significant demand in the market
for low power and small size GPS functionality. Our ability to meet these market requirements is a key element for
our revenue growth. These products are not yet in high-volume commercial production. '
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Our ability to develop and deliver new products successfully depends on a number of factors, including our
ability to predict market requirements, anticipate changes in technology standards, and develop and introduce
new products that meet market needs in a timely manner. If we do not timely deliver new products or if these
products do not achieve market acceptance, the variability of our quarterly revenue may increase and our revenue
and stock price may decline.

Our markets are becoming more competitive resulting in increased pricing pressure on our products. While
we believe that we have leading edge technology, our ability to compete and maintain current product margin
levels depends on faster design cycle time and lower cost structure. In 2004, we opened a design center in India
to expand our ability to develop products rapidly. We also reduced our overall cost structure by working with our
semiconductor fabrication, packaging and testing vendors to reduce product costs, as well as through enhanced
efficiencies in logistics management.

Our operations are directly impacted by cyclicality in the semiconductor industry, which is characterized by
wide fluctuations in product supply and demand. This cyclicality could cause our operating results to decline
dramatically from one period to the next. In addition to the sales of chip sets, our business depends on the volume
of production by our technology licensees, which in turn, depend on the current and anticipated market demand
for semiconductors and products that use semiconductors. For example in the fourth quarter of 2004, our results
were impacted by cyclicality of consumer demand, delay in production release of the first SiRFstarlll-based
products as well as lower than expected licensing revenues. If we are unable to control expenses adequately in
response to lower revenue from our chip set customers and technology licensees, our financial condition and
results of operations may be negatively impacted.

We currently rely, and expect to continue to rely, on a limited number of customers for a significant portion
of our net revenue. In fiscal 2004, four of our customers, which each accounted for 10% or more of our net
revenue in fiscal 2004, collectively accounted for 64% of our net revenue. If we fail to successfully sell our
products to one or more of our significant customers, in any particular period, or if a large customer purchases
fewer of our products, defers orders or fails to place additional orders with us, our net revenue could decline, and
our operating results may not meet market expectations.

Starting in our third quarter of 2005, U.S. generally accepted accounting principles require us to record a
charge to earnings for the fair value of employee stock option grants and other equity incentives. We may have
significant and ongoing accounting charges resulting from employee stock option grants and other equity
incentive expensing that could reduce our overall net income.

SiRF®, SiRFStar®, SiRFXtrac® and the SiRF name and orbit design logo are our registered trademarks. The
following are trademarks of SiRF Technology, Inc., some of which are pending registration as intent-to-use
applications: SiRFstarlll™, SiRFSoft™, SoftGPS™, SiRFstarll™, SiRFLoc™, SiRFDRive™, WinSiRF™,
SiRFNAV™, SnapLock™, SnapStart™, FoliageLock™, SingleSat™, TricklePower™, Push-to-Fix™, UrbanGPS™
and Multimode Location Engine™. This Annual Report on Form 10-K also includes trade names, trademarks and
service marks of other companies and organizations.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based on our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of these financial statements requires us to make
estimates and assumptions that affect the reported amounts of assets, liabilities, revenue and expenses. We base
our estimates on historical experience and on various other assumptions that we believe to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying values of assets
and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates
under different assumptions or conditions.
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An accounting policy is deemed to be critical if it requires an accounting estimate to be made based on
assuniptions about matters that are highly uncertain at the time the estimate is made, and if different estimates
that reasonably could have been used or changes in the accounting estimate that are reasonably likely to occur
could materially change the financial statements. OQur most critical accounting policies include: (a) revenue
recognition, which impacts the recording of revenue; (b) valuation of inventories, which impacts cost of revenue
and gross margin; (c) stock option valuation, which impacts recognition of stock-based compensation which in
turn impacts cost of revenue, gross margin and operating expenses, as well as footnote disclosure; (d) accounts
receivable allowance, which impacts general and administrative expense; (e) warranty reserve, which impacts
cost of revenue and gross margin; (f) the assessment of recoverability of long-lived assets including goodwill and
other intangible assets, the potential impairment of which impacts operating expenses; and (g) valuation of
deferred income taxes which impacts (benefit from) provision for income taxes. We also have other key
accounting policies that are less subjective, and therefore, their application would not have a material impact on
our reported results of operations. The following is a discussion of our most critical policies, as well as the
estimates and judgments involved.

Revenue Recognition. Revenue from sales to our direct customers, both OEMs and value added
manufacturers (“VAMs”), is recognized when the eamnings process is complete, as evidenced by an agreement
with the customer, transfer of title, as well as fixed or determinable pricing and probable collectibility. Transfer
of title occurs based on defined terms in customer purchase orders for all shipments. We record allowances at the
time of sale to our direct customers for estimated sales returns. We determine these allowances based upon
historical rates of returns.

Sales to distributors are made under agreements providing price protection and rights of return under certain
circumstances. We defer the recognition of revenue and the related cost of revenue on shipments to distributors
that have rights of return and price protection privileges on unsold merchandise until the merchandise is sold by
the distributors to their customers. Accounts receivable from distributors are recognized and inventory is released
upon shipment as title to inventories generally transfers upon shipment at which point we have a legally
enforceable right to collection under normal payment terms. Revenue recognition depends on notification from
the distributor that the product has been sold to the end customer. Information reported to us by the distributor
includes quantity and end-customer shipment information, as well as monthly inventory on hand at the
distributor. Distributor month-end inventory quantities are subsequently reconciled to deferred revenue balances.

We license rights to use our intellectual property to allow licensees to integrate our GPS technology into
their products. We also license rights to use our premium software products to licensees to enable our chip sets to
provide enhanced functionality in specific applications. Licensees typically pay ongoing royalties based on sales
of their products incorporating our licensed intellectual property or premium software. We generally recognize
royalty revenue at the time products containing the licensed intellectual property or premium software are sold by
the licensee based on quarterly reports received from licensee detailing the number of chip sets shipped by
licensee into which our intellectual property or premium software was embedded. For certain licensees (the
“Estimated Licensees”), we estimate and record the royalty revenue earned in the quarter in which such sales
occur, but only when reasonable estimates of such amounts can be made. Estimates of royalty revenue for the
Estimated Licensees are based on forecasts provided by Estimated Licensees, an analysis of our sales of chip sets
to Estimated Licensees and historical attach rates, historical royalty data for Estimated Licensees and current
market and economic trends. Once royalty reports are received from the Estimated Licensees, the variance
between such reports and the estimate is recorded as royalty revenue in the quarter in which the reports are
received. To date, such variances have not been significant. Subsequent to the sale, we have no obligation to
provide any modification, customization, upgrades, or enhancements. The cost of revenue associated with
licenses is insignificant.

Inventory. We record a write-down for inventories which have become obsolete or are in excess of
anticipated demand or net realizable value. We perform a detailed review of inventory each period that considers

muitiple factors including demand forecasts, market conditions, product life cycle status, product development
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plans and current sales levels. If future demand or market conditions for our products are less favorable than
forecasted or if unforeseen technological changes negatively impact the utility of component inventory, we may
be required to record additional write-downs which would negatively impact gross margins in the period when
the write-downs are recorded. If actual market conditions are more favorable, we may have higher gross margins
when products incorporating inventory that was previously written down are sold. In fiscal 2004, 2003 and 2002,
we sold previously written-down inventory with an original cost of approximately $96,000, $135,000 and $2.2
million, respectively. The initial write downs of inventory, recorded in fiscal 2001 and 2000, were attributable to
a sharp decline in backlog and forecasted demand due to a worldwide economic slowdown and lack of market
acceptance of our customers’ products.

Stock Options. We have elected to follow the intrinsic-value-based method prescribed by Accounting
Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees, in accounting for
employee and director stock-based compensation, and comply with the disclosure provisions of Statement of
Financial Accounting Standards (“SFAS”) No. 123, Accounting for Stock-Based Compensation, as amended by
SFAS No. 148, Accounting for Stock-Based Compensation-Transition and Disclosure. Therefore, we do not
record compensation expense for stock options granted to our employees when the exercise price equals the
deemed fair market value of the stock on the date of grant and the exercise price, number of shares eligible for
issuance under the options and vesting period are fixed. In accordance with SFAS No. 123 as amended by SFAS
No. 148, we disclose our pro forma net income (loss) and net income (loss) per share as if we had expensed the
fair value of the options. In calculating such fair value, we make certain assumptions, as disclosed in Note 1 of
our consolidated financial statements, consisting of the stock price volatility, expected life of the option, risk-free
interest rate and dividend yield. Actual volatility, expected lives, interest rates and dividend yield may be
different than our assumptions which would result in an actual value of the options being different than
estimated. In determining volatility values, we made reference to comparable companies within our industry due
to the short time period for which a public market was available for our common stock.

Accounts Receivable Allowance. We make estimates of the collectibility of accounts receivable. We
regularly review the adequacy of our allowance for doubtful accounts after considering the amount of aged
accounts receivable, each customer’s ability to pay, and our collection history with each customer. While our
credit losses have historically been within our expectations and the allowance established, we may not continue
to experience the same credit loss rates that we have in the past. Our receivables are concentrated in a relatively
few number of customers. As of December 31, 2004, 70% of our receivables were concentrated in six customers.
Therefore, a significant change in the liquidity or financial position of either one of these two customers could
make it more difficult for us to collect our accounts receivable and may require us to record additional charges
that could adversely affect our operating results.

Warranty Reserve. We provide for the estimated cost of product warranties at the time revenue is
recognized. We continuously monitor chip set returns for product failures and maintain a warranty reserve for the
related expenses based on historical experience of similar products as well as other assumptions that we believe
to be reasonable under the circumstances. Our product warranty reserve includes specific accruals for known
product issues and an accrual for an estimate of incurred but unidentified product issues based on historical
activity. Due to effective product testing and the short time between product shipment and the detection and
correction of product failures, the warranty accrual based on historical activity and the related expense were not
significant as of and for the fiscal years or interim periods presented.

Assessment of Long-Lived and Other Intangible Assets and Goodwill. We are required to assess the
potential impairment of identified intangible assets, long-lived assets and goodwill on an annual basis, and
potentially more frequently if events or changes in circumstances indicate that the carrying value may not be
recoverable. Factors we consider important which could trigger an impairment review include the following:

» significant underperformance relative to historical or projected future operating results;
« significant changes in the manner of our use of the acquired assets; and

+ significant negative industry or economic trends.
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When we determine that the carrying value of intangible assets, long-lived assets or goodwill may not be
recoverable based upon the existence of one or more of the above indicators of impairment, we measure
impairment based on a projected discounted cash flow, which requires us to make significant estimates and
assumptions regarding future revenue and expenses, projected capital expenditures, changes in our working
capital and the relevant discount rate. Should actual results differ significantly from our current estimates,
impairment charges may result.

Valuation of Deferred Tax Assets. We account for income taxes under the provisions of SFAS No. 109,
Accounting for Income Taxes. Under this method, we determine deferred tax assets and liabilities based upon the
difference between the financial statement and tax bases of assets and liabilities using enacted tax rates in effect
for the year in which the differences are expected to affect taxable income. The tax consequences of most events
recognized in the current year’s financial statements are included in determining income taxes payable. However,
because tax laws and financial accounting standards differ in their recognition and measurement of assets,
liabilities, equity, revenue, expenses, gains and losses, differences arise between the amount of taxable income
and pretax financial income and between the tax bases of assets or liabilities and their reported amounts in the
financial statements. Because it is assumed that the reported amounts of assets and liabilities will be recovered
and settled, respectively, a difference between the tax basis of an asset or a liability and its reported amount in the
balance sheet will result in a taxable or a deductible amount in some future years when the related liabilities are
settled or the reported amounts of the assets are recovered, resulting in a deferred tax asset.

In preparing our consolidated financial statements, we assess the likelihood that our deferred tax assets will
be realized from future taxable income. We establish a valuation allowance if we determine that it is more likely
than not that some portion of the deferred tax assets will not be realized. Changes in the valuation allowance,
when recorded, would be included in our consolidated statements of operations as a provision for (benefit from)
income taxes. We exercise significant judgment in determining our provisions for income taxes, our deferred tax
assets and liabilities and our future taxable income for purposes of assessing our ability to utilize any future tax
benefit from our deferred tax assets. As of December 31, 2003, we recorded a full valuation allowance against our
deferred tax assets, consisting primarily of net operating loss carryforwards, because of uncertainty of their
realizability. As of December 31, 2004, management reassessed the valuation allowance previously established
against our deferred tax assets and based on our earnings history and projected future taxable income,
management determined that it is more likely than not that the deferred tax assets would be realized. Accordingly,
we removed the valuation allowance from the deferred tax assets resulting in a corresponding income tax benefit.

Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123R, Share-Based Payment, which is a revision of SFAS
No. 123. SFAS No. 123R supersedes APB Opinion No. 25, and amends SFAS No. 95, Statement of Cash Flows.
This statement establishes standards for the accounting for transactions in which an entity exchanges its equity
instruments for goods or services, primarily focusing on the accounting for transactions in which an entity
obtains employee services in share-based payment transactions. Entities will be required to measure the cost of
employee services received in exchange for an award of equity instruments based on the grant-date fair value of
the award (with limited exceptions). That cost will be recognized over the period during which an employee is
required to provide service, the requisite service period (usually the vesting period), in exchange for the award.
The grant-date fair value of employee stock options and similar instruments will be estimated using option-
pricing models. If an equity award is modified after the grant date, incremental compensation cost will be
recognized in an amount equal to the excess of the fair value of the modified award over the fair value of the
original award immediately before the modification. This statement is effective as of the beginning of the first
interim or annual reporting period that begins after June 15, 2005. In accordance with the standard, we will adopt
SFAS No. 123R effective July 1, 2005.

SFAS 123R permits public companies to adopt its requirements using one of two methods: the modified-
prospective method or the modified-retrospective method. Under the modified-prospective method,
compensation cost is recognized beginning with the effective date (a) based on the requirements of SFAS
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No. 123R for all share-based payments granted after the effective date and (b) based on the requirements of
SFAS No. 123 for all awards granted to employees prior to the effective date of SFAS No. 123R that remain
unvested on the effective date. Prior periods remain unchanged and pro forma disclosures previously required by
SFAS No. 123 continue to be required. The modified-retrospective method includes the requirements of the
modified prospective method described above, but also permits entities to restate based on the amounts
previously recognized under SFAS No. 123 for purposes of pro forma disclosures either (a) all prior periods
presented or (b) prior interim periods of the year of adoption.

As permitted by SFAS No. 123, we currently account for share-based payments to employees using APB
Opinion No. 25’s intrinsic value method and, as such, generally recognizes no compensation cost for employee
stock options. Accordingly, the adoption of SFAS No. 123R’s fair value method will have a significant impact on
our results of operations, although it will have no impact on our overall financial position. The impact of
adoption of SFAS No. 123R cannot be predicted at this time because it will depend on levels of share-based
payments granted in the future. However, had we adopted SFAS 123R in prior periods, the impact of that
standard would have approximated the impact of SFAS No. 123 as described above in the disclosure of pro
forma net income (loss) and income (loss) per share. SFAS No. 123R also requires the benefits of tax deductions
in excess of recognized compensation cost to be reported as a financing cash flow, rather than as an operating
cash flow as required under current literature. This requirement will reduce net operating cash flows and increase
net financing cash flows in periods after adoption. While we cannot estimate what those amounts will be in the
future (because they depend on, among other things, when employees exercise stock options), the amount of
operating cash flows recognized in fiscal 2004 for such excess tax deductions was not significant. No excess tax
deductions were recognized in fiscal 2003 and 2002,

In March 2004, the FASB issued EITF Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investments, which provides new guidance for assessing impairment losses on debt
and equity investments. Additionally, EITF Issue No. 03-1 includes new disclosure requirements for investments
that are deemed to be temporarily impaired. In September 2004, the FASB delayed the accounting provisions of
EITF Issue No. 03-1; however, the disclosure requirements remain effective for annual financial statements for
fiscal years ending after December 15, 2003. Our adoption of the disclosure provision of EITF Issue No. 03-1 did
not have any material effect on our financial position, results of operations, or cash flows. We will evaluate the
effect, if any, of EITF Issue No. 03-1 when final guidance is released.

Results of Operations

Results of operations, in dollars and as a percentage of net revenue, were as follows:

Year Ended December 31, 2004 2003 2002
(In thousands, except for percentages)
N B S 111 (- $117,368 100.0% $73,147 100.0% $ 30,357 100.0%
Costofrevenue ... .......ouirieiiniininnninnnans 51,131  43.6% 33,100 453% 14,566 48.0%
Grossprofit . .. ... e 66,237 56.4% 40,047 547% 157791 52.0%
Operating expenses:
Research and development . ....................... 22275  19.0% 15457 212% 11,592 382%
Sales and marketing . ........ ... .. . 10,481 8.9% 9,394 12.8% 7,052 232%
General and administrative . ....................... 7,705 6.6% 4,352 5.9% 4,100 13.5%
Amortization of acquisition-related intangible assets ... 4,632 39% 4,088 5.6% 2,450 8.1%
Stock compensation expense™ ...........i ... 5,329 4.5% 3,042 4.2% 3,183  10.5%
Total operating expenses ....................... 50,422 429% 36333 49.7% 28377 93.5%
Operating income (10SS) . ..., 15,815 13.5% 3,714 5.0% (12,586) (41.5)%
Other income (eXpense), Net . .. ......ovuvvernnrenn.nn 1,418 1.2% 95 0.2% 80 0.3%
Net income (loss) beforetaxes ....................... 17,233 14.7% 3,809 52% (12,506) (41.2)%
(Benefit from) provision for income taxes .............. (13,490) (11.5)% 244 0.3% — —
Netincome (108S) . ... ovvri i it $ 30,723 262% $ 3,565 4.9% $(12,506) (41.2)%




Net Revenue

The following table sets forth our revenue for fiscal 2004, 2003 and 2002:

Year Ended
December 31, % Change % Change
2004 2003 2002 2003 to 2004 2002 to 2003
(In thousands, except for percentages)
Product TEVENUE .. .. oovt it 105,579 $69,906 $30,325 51.0% 130.3%
License royaltyrevenue ........................ 11,789 3,241 32 263.7% NM
Netrevenue ..............cueeniuiennnn.. $117,368 $73,147 $30,357 60.5% 141.0%
NM - Not meaningful
Year Ended December 31,
2004 m 2002
Gross MATZIN . .o i ittt e e e 56.4% 54.7% 52.0%
Product gross Margin ... ........uuuun oot 51.6% 527% 52.0%

Product Revenue. The increase in product revenue in 2004 as compared to 2003 resulted primarily from an
B3% increase in unit shipments of our chip sets partially offset by a 17% decline in average selling prices. The
increase in product revenue in 2003 as compared to 2002 was due primarily to a 157% increase in unit shipments of
our chip sets, offset by a 10% decline in our average selling prices. The product revenue growth in 2004 was across
all of our markets. Increased sales volumes in 2004 were primarily due to a continued ramp up of our chip sets for
the wireless handset market; the continued growth of the automotive market, especially the portable automotive
navigation systems; the proliferation of GPS in the PDA market and continued growth of GPS embedded consumer
devices during 2004. The net revenue growth in 2003 was across all of our markets, but particularly in the wireless
handset market, autornotive market and PDA attachments. Increased sales volumes in 2003 as compared to the prior
year period were due primarily to initial sales of products to the wireless handset market manufacturers, the
continued growth of the automotive market and the proliferation of GPS accessories during 2003.

License Royalty Revenue. License royalty revenue represented 10.0% and 4.4% of our net revenue in 2004
and 2003, respectively. The increase in license royalty revenue as a percentage of net revenue in 2004 as
compared to 2003 is due primarily to a ramp up by licensees of products in the wireless handset market
incorporating our licensed intellectual property, and to a lesser extent, increased royalty revenue on premium
software licenses. The increase in license royalty revenue and license royalty revenue as a percentage of net
revenue in 2003 as compared to the prior year period was due primarily to introduction by licensees of products
incorporating our licensed intellectual property in the second half of 2003, and to a lesser extent, royalty revenue
on premium software licenses introduced in 2003.

Net revenue on export sales from the United States was approximately 75%, 87% and 80% of our net
revenue in fiscal 2004, 2003 and 2002, respectively. The decrease in revenue recognized on export sales as a
percentage of total net revenue from the United States in 2004 as compared to 2003 was due primarily to
significant shipments made in 2004 to a United States distributor operating on behalf of a foreign distributor in
the Asia/Pacific region, moderated by a shift in our customers’ supply chain to manufacturers located in the Asia/
Pacific region. The increase in export sales as a percentage of total net sales in 2003 as compared to 2002 was
due to the above shift to manufacturers located in the Asia/Pacific region. We anticipate that a significant amount
of our net revenue will continue to reflect sales to customers in that region as many of our VAM and contract
manufacturer customers are located in Asia. Although a large percentage of our sales are made to customers in
the Asia/Pacific region, we believe that a significant amount of the systems designed and manufactured by these
customers are subsequently sold through to OEMs outside of the Asia/Pacific region. All of our sales are
denominated in United States dollars. In 2004, 2003 and 2002, our largest 10 customers collectively accounted
for 87%, 87% and 67% of our net revenue, respectively.
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Cost of Revenue and Gross Profit Margin

Cost of revenue consists primarily of finished units or silicon wafers and costs associated with the assembly,
testing and inbound and outbound shipping of our chip sets, costs of personnel and occupancy associated with
manufacturing support and quality assurance, all of which are associated with product revenue. As we do not have
long-term, fixed supply agreements, our unit or wafer costs are subject to change based on the cyclical demand for
semiconductor products. Cost of license royalty revenue was not significant for the periods presented.

Cost of revenue was $51.1 million, $33.1 million and $14.6 million in fiscal 2004, 2003 and 2002,
respectively, increasing 54% in 2004 from 2003, and 127% in 2003 from 2002. The increase in cost of revenue in
both 2004 and 2003 as compared to the corresponding prior vear periods was due primarily to an increase in unit
shipments of our chip sets and the associated costs to produce and support higher unit volumes. Product gross
margin was 51.6%, 52.7% and 52.0% in 2004, 2003 and 2002, respectively. The decline in gross margin from 2003
to 2004 is primarily due to an increase in stock compensation expense recorded in cost of sales in 2004 as compared
to 2003. The increase in product gross margin from 2002 to 2003 is primarily due to an increase in sales volumes
and the absorption of fixed costs, including overhead, over larger unit volumes, and to a lesser extent, a decline in
stock compensation expense recorded in cost of sales. Product gross margin in 2002 was favorably impacted by
shipment of inventory previously written-down with an original cost of $2.2 million. Gross margin in both 2004 and
2003 were favorably impacted by increases in license royalty revenue, which has no cost of revenue, becoming a
greater percentage of total net revenue, partially offset by declines in average selling prices.

In the future, our gross margin percentages may be affected by increased competition and related decreases in
unit average selling prices (particularly with respect to older generation products), changes in the mix of products
sold (including the extent of license royalty revenue), the availability and cost of products from our suppliers,
manufacturing yields (particularly on new products), increased volume and related volume price breaks, timing of
volume shipments of new products and potential delays in introductions of new products. As a result, we may
experience declines in demand or average selling prices of our existing products, and our inventories on hand may
become impaired, resulting in write-offs either for excess quantities or lower of cost or market considerations. Such
write-offs, when determined, could have a material adverse effect on gross margins and results of operations.

Operating Expenses
Research and Development

Research and development expense consists primarily of salaries, bonuses and benefits for engineering
personnel, depreciation of engineering equipment, costs of outside engineering services from contractors and
consultants, costs associated with physical implementation of chip designs, including the design and purchase of
mask sets and prototype wafers and costs of hardware platforms required to validate chip designs and to develop
and validate software. Research and development expense was $22.3 million, $15.5 million and $11.6 million in
fiscal 2004, 2003 and 2002, respectively, increasing 44% in 2004 from 2003, and 33% in 2003 from 2002. The
increase in 2004 as compared to the prior year period was impacted by an increase in headcount and related
expenses of approximately $3.2 million resulting from a 44% increase in headcount, costs associated with
physical implementation of chip designs of approximately $1.3 million and costs of hardware platforms of
approximately $425,000. Both the costs associated with physical implementation of chip design and costs of
hardware platforms related primarily to the development of SiRFStarlll, as well as SiRFStarlll and SiRFStarll
derivative products. The increase in research and development expense was further impacted by a decline in
engineering services income of approximately $435,000 and increased professional consulting expenses of
approximately $434,000. The increase in research and development expense in 2003 as compared to 2002 was
impacted by an increase in headcount and related expenses of approximately $1.3 million resulting from a 37%
increase in headcount, costs associated with physical implementation of chip design of approximately $396,000
related primarily to the development of SiRFStarlll and other on-going projects and a decline in engineering
services income of approximately $777,000. Engineering services income was $168,000, $603,000 and
$1.4 million in 2004, 2003 and 2002, respectively. We expect our research and development costs to increase in
absolute dollars as we continue to develop new products in the future.
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Sales and Marketing

Sales and marketing expense consists primarily of salaries, bonuses, benefits and related costs for sales and
marketing personnel, sales commissions, customer support, public relations, tradeshows, advertising and other
marketing activities. Sales and marketing expense was $10.5 million, $9.4 million and $7.1 million in fiscal
2004, 2003 and 2002, respectively, increasing 12% in 2004 from 2003 and 33% in 2003 from 2002. The increase
in sales and marketing expense in 2004 as compared to 2003 was impacted by increases in headcount and related
expenses of approximately $1.1 million resulting from a 13% increase in headcount, partially offset by a decrease
of approximately $300,000 due to a decline in the number of commissionable accounts. The increase in sales and
marketing expense in 2003 as compared to 2002 was due primarily to increases in personnel-related expenses of
approximately $1.3 million and sales commissions of approximately $400,000 associated with the increased
revenue in 2003. We expect sales and marketing expense to increase in absolute dollars as we hire additional
personnel, expand our sales and marketing efforts and incur higher sales commissions with the anticipated
growth of our business.

General and Adminisirative

General and administrative expense consists primarily of salaries, bonuses, benefits and related costs for
finance and administrative personnel and for outside service expenses, including legal, accounting and recruiting.
General and administrative expense was $7.7 million, $4.4 million and $4.1 million in fiscal 2004, 2003 and
2002, respectively, increasing 77% in 2004 from 2003 and 6% in 2003 from 2002. The increase in general and
administrative expense in 2004 as compared to the prior year period was impacted by increases in headcount and
related expenses of approximately $1.6 million resulting from a 50% increase in headcount, as well as increased
legal, accounting and insurance costs associated with the growth of our business and operations as a public
company. The increase in general and administrative expense in 2003 as compared to 2002 was due primarily to
consulting expense related to our interim chief executive officer. We expect general and administrative expense
to increase in absolute dollars as we hire additional personnel and incur costs related to the anticipated growth of
our business, our operation as a public company and investments in our information technology infrastructure.

Amortization of Acguisition-Related Intangibles

Acquired identified intangible assets other than goodwill consist of acquired developed and core technology,
customer list and assembled workforce. These acquired identified intangible assets are amortized using the
straight line method over their expected useful lives, which range from two to eight years. Amortization of
acquisition-related intangible assets was $4.6 million, $4.1 million and $2.5 million in fiscal 2004, 2003 and
2002, respectively. The increase in amortization expense in both 2004 and 2003 as compared to the
corresponding prior year periods was due primarily to amortization of acquired intangible assets related to the
acquisition of Enuvis in March 2003.

Stock Compensation Expense

Stock compensation expense results from the grant of stock options at exercise prices lower than the deemed
fair value of the underlying common stock on the date of grant to directors, officers and employees. Except for
amounts included in cost of product revenue, we present stock compensation expense resulting from the grant of
discounted stock options to directors, officers and employees as a separate line item in the consolidated
statements of operations. We recognize stock compensation expense under the accelerated method prescribed by
Financial Accounting Standards Board (“FASB”) Interpretation (“FIN”) No. 28, Accounting for Stock
Appreciation Rights and Other Variable Stock Option or Award Plans, resulting in higher compensation expense
being recorded up front. Stock compensation expense was $6.0 million, $3.0 million and $3.8 million in fiscal
2004, 2003 and 2002, respectively. The increase in stock compensation expense in 2004 as compared to the prior
year period is attributable to significant grants of discounted stock options in the second half of 2003. The
decline in stock compensation expense in 2003 as compared to 2002 was driven by the granting of stock options
during 2002 at an exercise price equal to the deemed fair value at time of grant, resulting in no additional
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deferred stock compensation being recorded, moderated by the significant grants of discounted stock options in
the second half of 2003.

Other Income (expense), net

Other income (expense), net was $1.4 million, $95,000 and $80,000 in fiscal 2004, 2003 and 2002,
respectively. The increase in other income (expense), net in 2004 as compared to both 2003 and 2002 was due to
higher average invested cash, short- and long-term investment balances resulting from proceeds received as a
result of our initial public offering, which yielded more interest income in the 2004 period, as well as increased
average interest rates associated with our investment mix.

Provision for Income Taxes

During fiscal 2004, we recorded a net income tax benefit of approximately $13.5 million due primarily to
the release of the valuation allowance previously recorded against our net deferred tax assets, partially offset by
income tax expense for federal alternative minimum tax and foreign taxes withheld. As of December 31, 2004,
we reassessed the valuation allowance previously recorded against our net deferred tax assets which consisted
primarily of net operating loss carryforwards, tax benefits. associated with non-qualified stock option exercises
and research and development tax credits. Based on our earnings history and projected future taxable income,
management determined that it is more likely than not that the deferred tax assets would be realized.
Accordingly, we released the valuation allowance of $14.2 million from our net deferred tax assets resulting in a
corresponding income tax benefit. As of December 31, 2004, we had federal and state net operating loss
carryforwards of approximately $28.0 million and $9.0 million, respectively, federal research and development
tax credits of approximately $1.6 million and California research and development credits of approximately $1.3
million. The federal and state net operating loss and credit carryforwards expire at various dates from 2010
through 2024, if not utilized. In 2003, we recorded a provision for income taxes of $244,000 consisting primarily
of income tax expense for federal alternative minimum tax.

Liquidity and Capital Resources

Financial Condition

Year Ended December 31,
2004 2003 2002
(In thousands)
Net cash provided by (used in) operating activities ............. $ 30,607 $10,269  §(5,720)
Net cash used in investing activities ......................... (60,218) (2,178) (4,815)
Net cash provided by financing activities ..................... 99,358 395 4,389
Net increase (decrease) in cash and cash equivalents ............ $ 69,747 $ 8,486  $(6,146)
Key Performance Metrics
December 31,
2004 2003
Days of sales outstanding in accounts receivable (“DSO") ™ . ... .. .. ..., 32 29
Days of supply in inventory (“DOS™) @ ... ... ... .. ... 61 63

(1) DSO measures the number of days it takes, based on a 90 day average, to turn our receivables into cash.

(2) DOS measures the number of days it takes, based on a 90 day average, to sell our inventory.




Cash Flows

We have historically financed our operations primarily through sales of our common and preferred stock,
and to a lesser extent, through our bank line of credit and equipment lease lines, and have become profitable
since the third quarter of fiscal 2003. As of December 31, 2004, we had $101.3 million in cash, cash equivalents,
and marketable securities and $121.6 million in working capital, as compared to cash, cash equivalents and
marketable securities balance of $17.5 million and $23.6 million in working capital as of December 31, 2003. We
use independent semiconductor manufacturers to fabricate our semiconductors. By outsourcing our
manufacturing, we are able to focus more of our financial resources on product design and eliminate the high
cost of owning and operating a semiconductor fabrication facility.

Operating Activities. Net cash provided by (used in) operating activities was $30.6 million, $10.3 million
and $(5.7) million in fiscal 2004, 2003 and 2002, respectively. Net cash provided by operating activities in 2004
resulted primarily from net income of $30.7 million, adjusted for non-cash reconciling items of $1.0 million, an
increase in accrued payroll and related benefits of $2.0 million due mainly to increased bonus accrual and
Employee Stock Purchase Plan withholdings, as well as an increase of $1.0 million in accounts payable due to
timing of payments. Non-cash reconciling items were comprised of $14.2 million related to the release of the
deferred tax valuation allowance, partially offset by $13.2 million in stock compensation expense, depreciation
and amortization. Cash flow from operations was moderated by an increase in accounts receivable of $1.3
million related to timing of product shipment in the fourth quarter of 2004.

Net cash provided by operating activities in 2003 was attributable primarily to net eamings of $3.6 million,
adjusted for non-cash reconciling items of $9.5 million in depreciation and amortization and stock compensation
expense, moderated by an increase in working capital in 2003 primarily for accounts receivable and inventory.
Net cash used in operating activities in 2002 was primarily due to net loss during the period of $(12.5) million,
adjusted for non-cash reconciling items of $7.4 million in stock compensation expense, depreciation and
amortization,

Investing Activities. Net cash used in investing activities was $60.2 million, $2.2 million and $4.8 million in
fiscal 2004, 2003 and 2002, respectively. Net cash used in investing activities in 2004 resulted from purchases of
available-for-sale investments, net of maturities and sales of available-for-sale investments of $54.7 million,
made with proceeds from our initial public offering, and to a lesser extent, capital expenditures of $4.6 million.
Net cash used in investing activities in 2003 and 2002 was due primarily to capital purchases of $1.8 million and
purchases of available-for-sale investments of $4.0 million, respectively.

Financing Activities. Net cash provided by financing activities was $99.4 million, $395,000 and $4.4 million
in fiscal 2004, 2003 and 2002, respectively. Net cash provided by financing activities in 2004 resulted primarily
from our initial public offering, in which we realized net proceeds of $94.1 million, and to a lesser extent, cash
received as a result of stock option and warrant exercises. Cash provided by financing activities in 2002 was
impacted by the issuance of preferred stock, net of issuance costs, of $4.1 million.

We established a short-term revolving line of credit under which we may borrow up to $4.0 million,
including $2.5 million in the form of letters of credit, with an interest rate equal to the greater of (i) 1%
percentage point above the prime rate (5.25% as of December 31, 2004), or (i) 5.25%. The line of credit is
available through March 2006 and is secured by substantially all of our assets. We had no borrowings under the
line of credit as of December 31, 2004 or 2003. As of December 31, 2004, we were in compliance with all
financial and non-financial covenants, including borrowing base requirements. We currently have no plans to
obtain additional debt financing and do not foresee our bank line of credit having a significant impact on our
ability to obtain equity financing.

We also have one capital lease agreement under which we had $36,000 in outstanding borrowings as of
December 31, 2004. Borrowings under this capital lease agreement bears interest at an annual effective rate of

13.2% and is collateralized by the related equipment. In August 2004, we paid off an existing capital lease, the
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lender of which, Pentech Financial Services, Inc., holds a warrant to purchase 4,782 shares of our common stock,
which expires in 2008.

Capital expenditures were $4.6 million, $1.8 million and $788,000 in fiscal 2004, 2003 and 2002,
respectively. These expenditures consisted primarily of computer and test equipment and software purchases. We
believe that additional research and development infrastructure resources are required to expand our core
technologies and product offerings. Although we have no material commitments for capital expenditures, we
anticipate an increase in capital expenditures and lease commitments consistent with our anticipated growth.

We expect to experience continued growth in our operating expenses for the foreseeable future in order to
execute our business strategy. We believe that our existing cash, investments, amounts available under our bank
line of credit, and cash generated from operating activities will be sufficient to meet our working capital and
capital expenditure requirements for the next twelve months. If we require additional capital resources to grow
our business internally or to acquire complementary technologies and businesses at any time in the future, we
may seek to sell additional equity or debt securities or obtain other debt financing. The sale of additional equity
or convertible debt securities could result in more dilution to our stockholders.

Contractual Obligations

As of December 31, 2004, our principal commitments consisted of amounts payable under equipment loans,
capital and operating leases and the litigation settlement obligation.

The following summarizes our contractual obligations at December 31, 2004:

Payments due by period
Less than 1
Contractual Obligations Total Year 1-3 Years 3-5Years >S5 Years
(in thousands)
Capital lease obligations ..................coounn.... $ 39 $ 25 §$ 14 § — $—
Operating leases . ...t 5,522 2,839 1,974 659 —
Non-cancelable purchaseorders ...................... 299 299 — — —
Litigation settlement obligation (™ .. ................... 2,108 652 1,000 456 —
Total ..o e $7,968  $3,865 $2,988  $1,115 $—

(1) The yearly litigation settlement payment may be higher depending upon future revenue levels. The
settlement agreement provides for the greater of $125,000 per quarter or 1% of revenue. However, the total
cumulative amount of the cash payments under the settlement agreement cannot exceed $5.0 million. The
litigation settlement allows for a reduction in the $5.0 million cash obligation of the litigation settlement
upon the occurrence of certain events, the first of which was our initial public offering. However, the
settlement agreement provides that the combination of litigation obligation cash payments and net proceeds
from the exercise and sale of 212,796 shares subject to a warrant received as part of the settlement
agreement, must be at least $9.0 million.

Off-Balance-Sheet Arrangements

As of December 31, 2004, we did not have any significant off-balance-sheet arrangements, as defined in
Item 303(a)(4)(ii) of SEC Regulation S-K.




FACTORS AFFECTING OUR OPERATING RESULTS

In evaluating SiRF Technology Holdings, Inc. and our business, you should carefully consider the following
factors in addition to the other information in this annual report on Form 10-K. Any one of the following risks
could seriously harm our business, financial condition, and results of operations, causing the price of our stock to
decline. Additional risks and uncertainties not presently known to us or that we currently deem immaterial may
also impair our business operations.

RISKS RELATED TO OUR BUSINESS

We have a history of losses, have only become profitable since the third quarter of fiscal 2003 and may
not sustain or increase profitability in the future.

We have only become profitable since the third quarter of fiscal 2003 and may not sustain or increase
profitability in the future. As of December 31, 2004, we had an accumulated deficit of approximately $60.7
million. We intend to significantly increase our research and development, sales and marketing and general and
administrative expenses. We also expect to incur substantial stock-based compensation charges and charges
related to amortization of acquired intangibles. If we do not sustain or increase profitability or otherwise meet the
expectations of securities analysts or investors, the market price of our common stock will likely decline. The
revenue and income potential of our business and market are unproven. Our revenue may not continue to
increase at historical rates.

The market for Global Positioning System, or GPS-based location awareness capabilities in high-volume
consumer and commercial applications is emerging, and if this market does not develop as quickly as we
expect, the growth and success of our business will be limited.

The market for GPS-based location awareness technology in high-volume consumer and commercial
applications is new and its potential is uncertain. Many of these GPS-based applications have not been
commercially introduced or have not achieved widespread acceptance. Our success depends on the rapid
development of this market. We cannot predict the growth rate, if any, of this market. The development of this
market depends on several factors, including the development of location awareness infrastructure by wireless
network operators and the availability of location-aware content and services. The failure of the market for high-
volume consumer and commercial GPS-based applications to develop in a timely manner would limit the growth
and success of our business.

If we are unable to fund the development of new products to keep pace with rapid technological change,
we will be unable to expand our business.

The market for high-volume consumer and commercial GPS-based applications is characterized by rapidly
changing technology, such as low power or smaller form factors. This requires us to continuously develop new
products and enhancements for existing products to keep pace with evolving industry standards and rapidly
changing customer requirements. We may not have the financial resources necessary to fund future innovations.
If we are unable to successfully define, develop and introduce competitive new products and enhance existing
products, we may not be able to compete successfully in our markets.

Development and delivery schedules for technology products are difficult to predict, and if we do not
achieve timely inifial customer shipments of new products, our reputation may suffer and our net revenue may
decline.

Our ability to develop and deliver new products successfully will depend on various factors, including our
ability to:
* accurately predict market requirements and evolving industry standards for the high-volume GPS-based
applications industry;
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» anticipate changes in technology standards, such as wireless technologies;
* develop and introduce new products that meet market needs in a timely manner; and

» attract and retain engineering and marketing personnel.

If we do not timely deliver new products or if these products do not achieve market acceptance, our
reputation may suffer and our net revenue may decline. For example, earlier this year we introduced three new
products: SiRFstarIll, SiRFSoft and SiRFLoc Server. These products are not yet in high-volume commercial
production. If these or other products we introduce do not achieve market acceptance in a timely manner, our
business would suffer.

QOur quarterly revenue and operating results are difficult to predict, and if we do not meet quarterly
Jinancial expectations, our stock price will likely decline.

Our quarterly revenue and operating results are difficult to predict, and have in the past, and may in the
future, fluctuate from quarter to quarter. It is possible that our operating results in some quarters will be below
market expectations. This would likely cause the market price of our common stock to decline. Our quarterly
operating results may fluctuate because of many factors, including:

* our ability to successfully develop, introduce and sell new or enhanced GPS-based products in a timely
manner;,

+ changes in the relative volume of sales of our chip sets, our premium software offerings and our
intellectual property cores, or IP cores, or other products, which have significantly different average
selling prices and gross margins;

* unpredictable volume and timing of customer orders;

* the availability, pricing and timeliness of delivery of other components, such as flash memory and
crystal oscillators, used in our customers’ products;

* the timing of new product announcements or introductions by us or by our competitors;
* seasonality in our various target markets;
» product obsolescence and our ability to manage product transitions; and

» decreases in the average selling prices of our products.

We base our planned operating expenses in part on our expectations of future revenue, and our expenses are
relatively fixed in the short term. If revenue for a particular quarter is lower than we expect, we may be unable to
proportionately reduce our operating expenses for that quarter, which would harm our operating results for that
quarter.

Our lengthy sales cycle makes it difficult for us to forecast revenue and increases the variability of
quarterly fluctuations, which could cause our stock price to deciine.

We have a lengthy sales process in some of our target markets and our sales cycles typically range from six
months to two years, depending on the market. We typically need to obtain a design win, where our product is
incorporated into a customer’s initial product design. In some cases, due to the rapid growth of new GPS
applications and products and our prospective customers’ inexperience with GPS technology, this process can be
time-consuming and requires substantial investment of our time and resources. After we have developed and
delivered a product to a customer, our customer often tests and evaluates our product before designing its own
product to incorporate our technology. Our customers may need three to six months or longer to test and evaluate
our technology and an additional 12 months or more to begin volume production of products that incorporate our
technology. Because of this lengthy sales cycle, we may experience delays from the time we increase our
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operating expenses and our investments in committing capacity until the time that we generate revenue from
these products. Also, a design win may never result in volume shipments. It is possible that we may not generate
sufficient, if any, revenue from these products to offset the cost of selling and completing the design work.

Our success depends upon our customers’ ability to successfully sell their products incorporating our
technology.

Even if a customer selects our technology to incorporate into its product, the customer may not ultimately
market and sell its product successfully. A cancellation or change in plans by a customer, whether from lack of
market acceptance of its products or otherwise, could cause us to lose sales that we had anticipated. Also, our
business and operating results could suffer if a significant customer reduces or delays orders during our sales
cycle or chooses not to release products that contain our technology.

Our operating results depend significantly on sales of our SiRFstarll product line.

We currently derive most of our revenue from sales of our SiRFstarll product ling. If we fail to develop or
achieve market acceptance of new GPS products, we will continue to depend on sales of our SiRFstarll product
line. Any decline in sales of our SiRFstarll product line will adversely affect our net revenue and operating
results.

The average selling prices of products in our markets have historically decreased rapidly and will likely
do so in the future, which could harm our revenue and gross profits.

As is typical in the semiconductor industry, the average selling price of a product historically declines
significantly over the life of the product. In addition, the products we develop and sell are used for high-volume
applications. In the past, we have reduced the average selling prices of our products in anticipation of future
competitive pricing pressures, new product introductions by us or our competitors and other factors. We expect
that we will have to similarly reduce prices in the future for mature products. Reductions in our average selling
prices to one customer could also impact our average selling prices to all customers. A decline in average selling
prices would harm our gross margins. Our financial results will suffer if we are unable to offset any reductions in
our average selling prices by increasing our sales volumes, reducing our costs, adding new features to our
existing products or developing new or enhanced products on a timely basis with higher selling prices or gross
margins.

We have derived a substantial majority of our net revenue from sales to the automative, mobile phone
and consumer device markets. If we fail to generate continued revenue from these markets or from additional
markets, our revenue could decline.

We believe that over 90% of our net revenue during the 2004 and 2003 fiscal years was attributable to
products which were eventually incorporated into the automotive, mobile phone and consumer device markets.
Consumer spending and the demand for our products in these markets is uncertain and may decline. If we cannot
sustain or increase sales of our products into these markets or if we fail to generate revenue from additional
markets, our net revenue could decline.

We depend primarily on three independent foundries to manufacture substantially all of our current
products, and any failure to obtain sufficient foundry capacity could significantly delay our ability to ship our
products end damage our customer relationships.

We do not own or operate a fabrication facility. We rely on third parties to manufacture our semiconductor

products. Three outside foundries, NEC in Japan, Samsung in South Korea and STMicroelectronics in Italy,
currently manufacture substantially all of our products.
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Because we rely on outside foundries, we face several significant risks, including:
* lack of manufacturing capacity and higher prices;

« limited control over delivery schedules, quality assurance and control, manufacturing yields and
production costs; and

+ the unavailability of, or potential delays in obtaining access to, key process technologies.

The ability of each foundry to provide us with semiconductors is limited by its available capacity. We do
not have a guaranteed level of production capacity with any of these foundries and it is difficult to accurately
forecast our capacity needs. We do not have long-term agreements with any of these foundries and we place our
orders on a purchase order basis. We place our orders on the basis of our customers’ purchase orders and sales
forecasts; however, the foundries can allocate capacity to the production of other companies’ products and reduce
deliveries to us on short notice. It is possible that foundry customers that are larger and better financed than we
are, or that have long-term agreements with the foundries, may induce our foundries to reallocate capacity to
them. Any reallocation could impair our ability to secure the supply of semiconductors that we need.

Each of our semiconductor products is manufactured at only one foundry and if any one foundry is
unable to provide the capacity we need, we may be delayed in shipping our products, which could damage our
customer relationships and result in reduced revenue.

Although we use three separate foundries, each of our semiconductor products is manufactured at one of
these foundries. If one of our foundries is unable to provide us with capacity as needed, we could experience
significant delays delivering the semiconductor product being manufactured for us solely by that foundry. Also,
if any of our foundries experiences financial difficulties, if they suffer damage to their facilities or in the event of
any other disruption of foundry capacity, we may not be able to qualify an alternative foundry in a timely
manner. If we choose to use a new foundry or process for a particular semiconductor product, we believe that it
would take us several months to qualify the new foundry or process before we can begin shipping products. If we
cannot accomplish this qualification in a timely manner, we may experience a significant interruption in supply
of the affected products.

The facilities of the independent foundries upon which we rely to manufacture all of our semiconductors
are located in regions that are subject to earthquakes and other natural disasters, as well as geopolitical risk
and social upheaval.

The outside foundries and their subcontractors upon which we rely to manufacture all of our semiconductors
are located in countries that are subject to earthquakes and other natural disasters, as well as geopolitical risks
and social upheavals. For example, Japan, where one of our foundries is located, experienced a major earthquake
in January 1995, which caused power outages and significant damage to Japan’s infrastructure. Any earthquake
or other natural disaster in these countries could materially disrupt these foundries’ production capabilities and
could result in our experiencing a significant delay in delivery, or substantial shortage, of our products. In
addition, these facilities are subject to risks associated with uncertain political, economic and other conditions in
Asia, such as political turmoil in the region and the outbreak of SARS, which could disrupt the operation of these
foundries and in turn harm our business. For example, South Korea and Japan, countries where two of our
foundries are located, have North Korea as a neighboring state. North Korea is currently in discussions with the
United States and other countries regarding its nuclear weapons program. Any geographical or social upheaval in
these countries could materially disrupt the production capabilities of our foundries and could result in our
experiencing a significant delay in delivery, or a substantial shortage of our products.

We place binding manufacturing orders based on our forecasts and if we fail to adequately forecast
demand for our products, we may incur product shortages or excess product inventory.

Our third-party manufacturers require us to provide forecasts of our anticipated manufacturing orders and
place binding manufacturing orders in advance of receiving purchase orders from our customers. This may result
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in product shortages or excess product inventory because we cannot easily increase or decrease our forecasts.
Obtaining additional supply in the face of product shortages may be costly or impossible, particularly in the short
term, which could prevent us from fulfilling orders. In addition, our chip sets have rapidly declining average
selling prices. As a result, an incorrect forecast may result in substantial product in inventory that is aged and
obsolete, which could result in writedowns of excess or obsolete inventory. OQur failure to adequately forecast
demand for our products could cause our quarterly operating results to fluctuate and cause our stock price to
decline.

We may experience lower than expected manufacturing yields, which would delay the production of our
semiconductor products.

The manufacture of semiconductors is a highly complex process. Minute impurities in a silicon wafer can
cause a substantial number of wafers to be rejected or cause numerous die on a wafer to be nonfunctional.
Semiconductor companies often encounter difficulties in achieving acceptable product yields from their
manufacturers. Our foundries have from time to time experienced lower than anticipated manufacturing yields,
including for our products. This often occurs during the production of new products or the installation and start-
up of new process technologies. We may also experience yield problems as we migrate our manufacturing
processes to smaller geometries. If we do not achieve planned yields, our product costs could increase, and
product availability would decrease.

The loss of any of the three third-party subcontractors that assemble and test all of our current products
could disrupt our shipments, harm our customer relationships and reduce our sales.

Three third-party subcontractors assemble and test all of our current chip sets either for our foundries or
directly for us. As a result, we do not directly control our product delivery schedules, assembly and testing costs,
quality assurance and control. If any of these subcontractors experiences capacity constraints or financial
difficulties, if any subconiractor suffers any damage to its facilities or if there is any other disruption of assembly
and testing capacity, we may not be able to obtain alternative assembly and testing services in a timely manner.
We do not have long-term agreements with any of these subcontractors. We typically procure services from these
suppliers on a per-order basis. Because of the amount of time that it usually takes us to qualify assemblers and
testers, we could experience significant delays in product shipments if we are required to find alternative
assemblers or testers for our semiconductor products. Any problems that we may encounter with the delivery,
quality or cost of our products could damage our reputation and result in a loss of customers.

We use a third party to warehouse and ship a significant portion of our products and any failure to
adequately store and protect our producis or to deliver our products in a timely manner could harm our
business.

We use a third party, JSI Shipping, located in Singapore, for a significant portion of our product
warchousing and shipping. As a result, we rely on this third-party to adequately protect and ensure the timely
delivery of our products. Qur warehoused products are insured under a general insurance policy, including the
portion of products warehoused by JSI. If our products are not delivered in a timely manner or are not
sufficiently protected prior to delivery, our business could suffer.

We have relied, and expect to continue to rely, on a limited number of customers for a significant portion
of our net revenue, and our net revenue could decline due to the delay or loss of significant customer orders.

We expect that a small number of customers may constitute a significant portion of our net revenue for the
foreseeable future. We had 4 customers, Promate, Leadtek, Gateway and Motorola, which each individually
accounted for 10% or more of our net revenue in fiscal 2004. These four customers accounted for approximately
64% of our net revenue in fiscal 2004, respectively. If we fail to successfully sell our products to one or more of
our significant customers in any particular period, or if a large customer, such as Motorola, purchases fewer of
our products, defers orders or fails to place additional orders with us, our net revenue could decline, and our
operating results may not meet market expectations.
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If our value-added manufacturer customers do not provide sufficient support, our business could be
harmed. .

Our products are highly technical and, as a result, may require a high level of customer support. We rely on
our value-added manufacturers to support our products. If these value-added manufacturers cannot successfully
support our products, which are embedded in their products, our reputation could be harmed and future sales of
our products could be adversely affected.

Our future success depends on building relationships with customers that are market leaders. If we
cannot establish these relationships or if these customers develop their own systems or adopt a competitor’s
products instead of buying our products, our business may not succeed.

We intend to continue to pursue customers who are leaders in our target markets. We may not succeed in
establishing these relationships because these companies may develop their own systems or adopt one of our
competitors’ products. These relationships often require us to develop new premium software that involves
significant technological challenges. These types of customers also frequently place considerable pressure on us
to meet their tight development schedules. We may have to devote a substantial amount of our limited resources
to these relationships, which could detract from or delay our completion of other important development projects.
Delays in development of these projects could impair our relationships with other customers and negatively
impact sales of the products under development.

Because competition for qualified personnel is intense in our industry and in our geographic regions, we
may not be able to recruit and retain necessary personnel, which could impact the development or sales of our
products.

Our success will depend on our ability to attract and retain senior management, engineering, sales,
marketing and other key personnel, such as GPS, radio frequency, or RF, and application-specific integrated
circuit, or ASIC, engineers. Because of the intense competition for these personnel, particularly in the San
Francisco Bay Area and Los Angeles, we may be unable to attract and retain key technical and managerial
personnel. If we are unable to retain our existing personnel, or attract and train additional qualified personnel, our
growth may be limited due to our lack of capacity to develop and market our products. All of our key employees
are employed on an “at will” basis. The loss of any of these key employees could slow our product development
processes and sales efforts or harm investors’ perception of our business. We may also incur increased operating
expenses and be required to divert the attention of other senior executives to recruit replacements for key
personnel. Also, we may have more difficulty attracting personnel as a public company because of the perception
that the stock option component of our compensation package may not be as valuable.

If we fail to manage our growth, our business may not succeed.

We have significantly expanded our operations in the United States and internationally, and we plan to
continue to expand the geographic scope of our operations. To manage our growth, we must implement and
improve additional and existing administrative, financial and operations systems, procedures and controls. Our
failure to manage growth could disrupt our operations and could limit our ability to pursue potential market
opportunities.

Defects in our products could result in a decrease of customers and revenue, unexpected expenses and
loss of market share.

QOur products are complex and must meet stringent quality requirements. Products as complex as ours may
contain undetected errors or defects, especially when first introduced or when new versions are released. For
example, our products may contain errors, which are not detected until after they are shipped because we cannot
test for all possible scenarios. Errors or defects may not be detected until after commercial shipments. Any errors
or defects in our products, or the perception that there may be errors or defects in our products, could result in
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customers’ rejection of our products, damage to our reputation, a decline in our stock price, lost revenue, diverted
development resources and increased customer service and support costs and warranty claims.

The limited warranty provisions in our agreements with some customers expose us to risks from product
liability claims.

Our agreements with some customers contain limited warranty provisions, which provide the customer with
a right to damages if a defect is traced to our products or if we cannot correct errors reported during the warranty
period. If our contractual limitations are unenforceable in a particular jurisdiction or if we are exposed to product
liability claims that are not covered by insurance, a successful claim could require us to pay substantial damages.

We intend to evaluate acquisitions or investments in complementary technologies and businesses, and we
may rot realize the anticipated benefits of these acquisitions or investments.

As part of our business strategy, we plan to evaluate acquisitions of, or investments in, complementary
technologies and businesses. For example, in September 2001, we acquired Conexant’s GPS chip set business,
and in March 2003, we acquired Enuvis, a developer of wireless aided-GPS, or AGPS, technology. AGPS is an
operational mode of a GPS receiver operating in a network that receives aiding from the network to help
determine the user’s position. We may be unable to identify suitable acquisition candidates in the future or be
able to make these acquisitions on a commercially reasonable basis, or at all. Any future acquisitions and
investments would have several risks, including:

e our inability to successfully integrate acquired technologies or operations;

> diversion of management’s attention;

= potentially dilutive issuances of equity securities or the incurrence of debt or contingent liabilities;
o expenses related to amortization of intangible assets;

o potential write-offs of acquired assets;

o loss of key employees of acquired businesses; and

> our inability to recover the costs of acquisitions or investments.
We may not realize the anticipated benefits of any acquisition or investment.

We may not obtain sufficient patent protection, which could harm our competitive position and increase
our expenses.

Our success and ability to compete depends to a significant degree upon the protection of our proprietary
technology. As of December 31, 2004, we had 90 patents granted in the United States, 101 patent applications
pending in the United States, 14 patents granted in foreign countries and 99 foreign patent applications pending.
Our patent applications may not provide protection of all competitive aspects of our technology or may not result
in issued patents. Any patents issued may provide only limited protection for our technology and the rights that
may be granted under any future patents that may be issued may not provide competitive advantages to us. Also,
patent protection in foreign countries may be limited or unavailable where we need this protection. It is possible
that competitors may independently develop similar technologies or design around our patents and competitors
could also successfully challenge any issued patent.

We also rely upon trademark, copyright and trade secret laws and contractual restrictions to protect our
proprietary rights, and, if these rights are not sufficiently protected, it could harm our ability to compete and

generate revenue.

We also rely on a combination of trademark, copyright and trade secret laws, and contractual restrictions,
such as confidentiality agreements and licenses, to establish and protect our proprietary rights. Our ability to
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compete and grow our business could suffer if these rights are not adequately protected. We seek to protect our
source code for our software, and design code for our chip sets, documentation and other written materials under
trade secret and copyright laws. We license our software and IP cores under signed license agreements, which
impose restrictions on the licensee’s ability to utilize the software and IP cores. We also seek to avoid disclosure
of our intellectual property by requiring employees and consultants with access to our proprietary information to
execute confidentiality agreements. The steps taken by us to protect our proprietary information may not be
adequate to prevent misappropriation of our technology. Our proprietary rights may not be adequately protected
because:

» laws and contractual restrictions may not prevent misappropriation of our technologies or deter others
from developing similar technologies; and

+ policing unauthorized use of our intellectual property is difficult, expensive and time- consuming, and
we may be unable to determine the extent of any unauthorized use.

The laws of other countries in which we market our products, such as some countries in the Asia/Pacific
region, may offer little or no protection of our proprietary technologies. Reverse engineering, unauthorized
copying or other misappropriation of our proprietary technologies could enable third parties to benefit from our
technologies without paying us for doing so, which would harm our competitive position and market share.

Our intellectual property indemnification practices may adversely impact our business.

We have agreed to indemnify some customers for certain costs and damages of intellectual property
infringement in some circumstances. This practice may subject us to significant indemnification claims by our
customers or others. In addition to indemnification claims by our customers, we may also have to defend related
third-party infringement claims made directly against us. In some instances, our GPS products are designed for
use in devices used by potentially millions of consumers, such as cellular telephones, which could subject us to
considerable exposure should an infringement claim occur. For example, we received a letter from a major
customer in August 2003 informing us that this customer received notice from one of our competitors that the
inclusion of our chip sets into our customer’s products requires the payment of patent license fees to the
competitor. We have received additional notices from this customer regarding reimbursement of these patent
license fees with respect to certain previously purchased products and future products purchased. We cannot
assure you that such claims will not be pursued or that these claims, if pursued, would not harm our business.

We may face intellectual property infringement claims that could be time-consuming, costly to defend
and result in our loss of significant rights.

Other parties may assert intellectual property infringement claims against us, and our products may infringe
the intellectual property rights of third parties. For example, in 2000, we entered into a settlement and cross-
licensing agreement with a third party regarding patent infringement under which we agreed to pay
approximately $5.0 million and issued a warrant to purchase shares of our preferred stock.

From time to time, we and our customers receive letters, including letters from various industry participants,
alleging infringement of patents. We may also initiate claims to defend our intellectual property. Intellectual
property litigation is expensive and time-consuming and could divert management’s attention from our business.
If there is a successful claim of infringement, we may be required to pay substantial damages to the party
claiming infringement, develop non-infringing technology or enter into royalty or license agreements that may
not be available on acceptable terms, if at all. Our failure to develop non-infringing technologies or license the
proprietary rights on a timely basis would harm our business. Also, we may be unaware of filed patent
applications that relate to our products. Parties making infringement claims may be able to obtain an injunction,
which could prevent us from selling our products or using technology that contains the allegedly infringing
intellectual property. Parties making infringement claims may also be able to bring an action before the
International Trade Commission that could result in an order stopping the importation into the United States of

34




our products. Any intellectual property litigation could have a material adverse effect on our business, operating
results or financial condition.

Part of our business uses a royalty-based business model, which has inherent risks.

Although a substantial majority of our net revenue is derived from sales of our chip sets, in recent periods,
we have had a portion of our net revenue from large customers in the wireless markets come from royalties paid
by licensees of our technology. Royalty payments are based on the number of semiconductor chips shipped
which contain our GPS technology or our premium software. We depend on our ability to structure, negotiate and
enforce agreements for the determination and payment of royalties. We face risks inherent in a royalty-based
business model, many of which are outside of our control, including, but not limited to, the following:

o the rate of adoption and incorporation of our technology by wireless handset makers and wireless
infrastructure vendors;

¢ the demand for products incorporating our licensed technology; and

o the cyclicality of supply and demand for products using our licensed technology.

It is difficult for us to verify royalty amounts owed to us under our licensing agreements, and this may
cause us to lose revenue.

The standard terms of our license agreements require our licensees to document the manufacture and sale of
products that incorporate our technology and report this data to us on a quarterly basis. Although our standard
license terms give us the right to audit books and records of our licensees to verify this information, audits can be
expensive, time-consuming and potentially detrimental to our ongoing business relationship with our licensees.
As a result, to date, we have relied exclusively on the accuracy of reports supplied by our licensees without
independently verifying the information in them. Any significant inaccuracy in the reporting by our licensees or
our failure to audit our licensees’ books and records may result in our receiving less royalty revenue than we are
entitled to under the terms of our license agreements,

Some of our customers could eventually become our compeltitors.

Many of our customers are also large integrated circuit suppliers and some of our large customers already
have GPS expertise in-house. These large customers have longer operating histories, significantly greater
resources and name recognition, and a larger base of customers than we do. The process of licensing our
technology and support of such customers to effectuate the transfer of technology may enable them to become a
source of competition to us, despite our efforts to protect our intellectual property rights. We cannot sell to some
customers who compete with us. In addition, we compete with divisions within some of our customers. For
example, we sell GPS chips to different divisions within Motorola, which has also been a competitor of ours. In
addition, STMicroelectronics, a customer of ours, has internally developed a GPS solution for the automotive
market in which we compete. Further, each new design by a customer presents a competitive situation. We in the
past have lost design wins to divisions within our customers and this may occur again in the future. We cannot
assure you that these customers will not continue to compete with us, that they will continue to be our customers
or that they will continue to license products from us at the same volumes. Competition could increase pressure
on us to lower our prices and profit margins.

Qur operations are primarily located in Califprnia and, as a result, are subject to earthquakes and other
catastrophes.

Our business operations depend on our ability to maintain and protect our facilities, computer systems and
personnel, which are primarily located in San Jose, California and in Irvine, California. San Jose and Irvine exist
on or near known earthquake fault zones. Should an earthquake or other catastrophe, such as a fire, flood, power
loss, communication failure or similar event, disable our facilities, we do not have readily available alternative
facilities from which to conduct our business.
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Changes to financial accounting standards may affect our results of operations and cause us to change
our business practices.

We prepare our financial statements to conform with generally accepted accounting principles, or GAAP, in
the United States. These accounting principles are subject to interpretation by the American Institute of Certified
Public Accountants, the Securities and Exchange Commission and various bodies formed to interpret and create
appropriate accounting policies. A change in those policies can have a significant effect on our reported results
and may affect our reporting of transactions completed before a change is announced. Changes to those rules or
the questioning of current practices may adversely affect our reported financial results or the way we conduct our
business. For example, accounting policies affecting many aspects of our business, including rules relating to
employee stock option grants, have recently been revised or are under review. The Financial Accounting
Standards Board and other agencies have finalized changes to U.S. generally accepted accounting principles that
will require us, starting in our third quarter of 2005, to record a charge to earnings for employee stock option
grants and other equity incentives. We may have significant and ongoing accounting charges resuiting from
option grant and other equity incentive expensing that could reduce our overall net income. In addition, since we
historically have used equity-related compensation as a component of our total employee compensation program,
the accounting change could make the use of equity-related compensation less attractive to us and therefore make
it more difficult to attract and retain employees. See Note 1 of the notes to our audited consolidated financial
statements for a discussion of the impact on our financial results if we were to use the fair value method.

RISKS RELATED TO OUR INDUSTRY

Because many companies sell in the market for GPS-based products, we must compete successfully to
gain market share.

The market for our products is competitive and rapidly evolving. We expect competition to increase.
Increased competition may result in price reductions, reduced margins or loss of market share. We may be unable
to compete successfully against current or future competitors. Some of our customers are also competitors of
ours. Within each of our markets, we face competition from public and private companies as well as our
customers’ in-house design efforts. For chip sets, our main competitors include Analog Devices, Motorola,
Philips, QUALCOMM, Infinion, Sony, STMicroelectrenics, Texas Instruments and Trimble, as well as some
start-up companies. For modules based on our products, the main competitors are Furuno, JRC, Motorola, Sony
and Trimble. For licensed IP cores, our competitors include QUALCOMM and Trimble. Licensees of our
competitors’ products may also compete against us.

In the wireless market, we also compete against products based on alternative location technologies that do
not rely on GPS, such as wireless infrastructure-based systems. These systems are based on technologies that
compute a caller’s location by measuring the differences of signals between individual base stations. If these
technologies become more widely adopted, market acceptance of our products may decline. Competitors in these
areas include Andrew, Cambridge Positioning Systems and TruePosition. Further, alternative satellite-based
navigation systems such as Galileo, which is being developed by European governments, may reduce the demand
for GPS-based applications or cause customers to postpone decisions on whether to integrate GPS capabilities
into their products.

Many of our competitors have significantly greater financial, technical, manufacturing, marketing, sales and
other resources than we do. We also believe that our success depends on our ability to establish and maintain
relationships with established system providers and industry leaders. Our failure to establish and maintain these
relationships, or the preemption of relationships by the actions of other competitors, will harm our ability to
penetrate emerging markets.




Cyclicality in the semiconductor indusiry may affect our revenue and, as a result, our operating results
could be adversely affected.

The semiconductor industry has historically been cyclical and is characterized by wide fluctuations in
product supply and demand. From time to time, this industry has experienced significant downturns, often in
connection with, or in anticipation of, maturing product and technology cycles, excess inventories and declines in
general economic conditions. This cyclicality could cause our operating results to decline dramatically from one
period to the next. In addition to the sale of chip sets, our business depends on the volume of production by our
technology licensees, which, in turn, depends on the current and anticipated market demand for semiconductors
and products that use semiconductors. As a result, if we are unable to control our expenses adequately in
response to lower revenue from our chip set customers and technology licensees, our operating results will suffer
and we might experience operating losses.

We derive a substantial portion of our revenue from international sales and conduct some of our business
internationally, and economic, political and other risks may harm our international operations and cause our
revenue to decline.

We derived approximately 75%, 87% and 80% of our net revenue on export sales from the United States in
fiscal 2004, 2003 and 2002, respectively. Export sales from the United States to the Asia/Pacific region
accounted for approximately 63%, 62% and 54% of our net revenue in fiscal 2004, 2003 and 2002, respectively.
We maintain sales offices in Europe and the Asia/Pacific region and may expand our international operations.
Risks we face in conducting business internationally include:

e multiple, conflicting and changing laws and regulations, export and import restrictions, employment
laws, regulatory requirements and other governmental approvals, permits and licenses;

= difficulties and costs in staffing and managing foreign operations as well as cultural differences;
e international terrorism, particularly in emerging markets;

e trade restrictions or high tariffs that favor local competition in some countries;

» laws and business practices favoring local companies;

s potentially adverse tax consequences, such as withholding tax obligations on license revenue that we
may not be able to offset fully against our U.S. tax obligations, including the further risk that foreign tax
authorities may recharacterize license fees or increase tax rates, which could result in increased tax
withholdings and penalties;

* potentially reduced protection for intellectual property rights, for example, in China;
¢ inadequate local infrastructure and transportation delays;

» financial risks, such as longer sales and payment cycles, greater difficulty collecting accounts receivable
and exposure to foreign currency exchange and rate fluctuations;

e failure by us or our customers to gain regulatory approval for use of our products; and
e political and economic instability, including wars, acts of terrorism, political unrest, a recurrence of the

SARS outbreak, boycotts, curtailments of trade and other business restrictions.

Also, there may be reluctance in some foreign markets to purchase products based on GPS technology, due
to the control of GPS by the United States government. Any of these factors could significantly harm our future
international sales and operations and, consequently, our business.

We may have difficulty in protecting our intellectual property rights in foreign countries, which could
increase the cost of doing business or cause our revenue to decline.

Cur intellectual property is used in a large number of foreign countries. There are many countries, such as
China, in which we have no issued patents, or that may have reduced intellectual property protection. In addition,
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effective intellectual property enforcement may be unavailable or limited in some foreign countries. It may be
difficult for us to protect our intellectual property from misuse or infringement by other companies in these
countries. For example, if our foundries lose control of our intellectual property, it would be more difficult for us
to take remedial measures because our foundries are located in countries that do not have the same protection for
intellectual property that is provided in the United States. Furthermore, we expect this to become a greater
problem for us as our technology licensees increase their manufacturing in countries, which provide less
protection for intellectual property. Our inability to enforce our intellectual property rights in some countries may
harm our business.

The GPS market could be subject to governmental and other regulations that may increase our cost of
doing business or decrease demand for our products.

GPS technology is restricted and its export is controlled. The United States government may restrict specific
uses of GPS technology in some applications for privacy or other reasons. The United States government may also
block the civilian GPS signal at any time or in hostile areas. In addition, the policies of the United States
government for the use of GPS without charge may change. The growth of the GPS market could be limited by
government regulation or other action. For example, the President of the United States authorized a new national
policy on December 8, 2004 that establishes guidance and implementation actions for space-based positioning,
navigation, timing programs, augmentations and activities for U.S. national and homeland security, civil, scientific,
and commercial purposes. These regulations or actions could interrupt or increase our cost of doing business.

Reallocation of the radio frequency bands used by GPS technology may harm the utility and reliability of
our products.

GPS technology uses radio frequency bands that are globally allocated for radio navigation satellite
services. International allocations of radio frequency bands are made by the International Telecommunications
Union, a specialized technical agency of the United Nations. These allocations are further governed by radio
regulations which have treaty status and which are subject to modification every two to three years by the World
Radio Communication Conference. Any reallocation of radio frequency bands, including frequency band
segmentation or spectrum sharing, may negatively affect the utility and reliability of GPS-based products. Also,
unwanted emissions from mobile satellite services and other equipment operating in adjacent frequency bands or
inband from licensed and unlicensed devices may negatively affect the utility and reliability of GPS-based
products. The Federal Communications Commission continually receives proposals for new technologies and
services which may seek to operate in, or across, the radio frequency bands currently used by the GPS and other
public services. For example, in May 2000, the Federal Communications Commission issued a proposed rule for
the operation of ultra-wideband radio devices on an unlicensed basis in the same frequency bands. These ultra-
wideband devices might cause interference with the reception of GPS signals. This could reduce demand for
GPS-based products, which could reduce our sales and revenue. Adverse decisions by the Federal
Communications Commission that result in harmful interference to the delivery of the GPS signals may harm the
utility and reliability of GPS-based products.

QOur technology relies on the GPS satellite network, and any disruption in this network would impair the
viability of our business.

The satellites and ground support systems that provide GPS signals are complex electronic systems subject
to electronic and mechanical failures and possible sabotage. The satellites were originally designed to have lives
of six to seven years and are subject to damage by the hostile space environment in which they operate. However,
some of the satellites currently deployed have already been in place for 15 years. Repairing damaged or
malfunctioning satellites is currently not economically feasible. If a significant number of satellites were to
become inoperable, there could be a substantial delay before they are replaced with new satellites, or they may
not be replaced at all. A reduction in the number of operating satellites would impair the operations or utility of
GPS, which would have a material negative effect on our business. The United States government may not
remain committed to the maintenance of GPS satellites over a long period.
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Personal privecy concerns may limit the growth of the high-volume consumer and commercial GPS-
based applications and demand for our products.

GPS-based consumer and commercial applications rely on the ability to receive, analyze and store location
information. Consumers may not accept some GPS applications because of the fact that their location can be
tracked by others and that this information could be collected and stored. Also, federal and state governments
may disallow specific uses of GPS technology for privacy or other reasons or could subject this industry to
regulation. If consumers view GPS-based applications as a threat to their privacy, demand for some GPS-based
products could decline.

We may experience a decrease in market demand due to uncertain economic conditions in the United
States and in international markets, which has been further exacerbated by the concerns of terrorism, war and
social and political instability.

Economic growth in the United States and international markets has siowed significantly, and the United
States economy has recently been in a recession. The timing of a full economic recovery is uncertain. In addition,
the terrorist attacks in the United States and turmoil in the Middle East have increased the uncertainty in the
United States economy and may contribute to a.decline in economic conditions, both domestically and
internationally. Terrorist acts and similar events, or war in general, could contribute further to a slowdown of the
market demand for goods and services, including demand for our products. If the economy declines as a result of
the recent economic, political and social turmoil, or if there are further terrorist attacks in the United States or
elsewhere, we may experience decreases in the demand for our products, which may harm our operating results.

OTHER RISKS RELATED TO US

Our ability to raise capital in the future may be limited, and our failure to raise capital when needed
could prevent us from executing our growth strategy.

We believe that our existing cash, investments, amounts available under our bank line of credit and cash
generated from operating activities, will be sufficient to meet our anticipated cash needs for at least the next 12
months. The timing and amount of our working capital and capital expenditure requirements may vary
significantly depending on numerous factors, including:

o market acceptance of our products;

o the need to adapt to changing technologies and technical requirements;

e the existence of opportunities for expansion; and

o access to and availability of sufficient management, technical, marketing and financial personnel.

If our capital resources are insufficient to satisfy our liquidity requirements, we may seek to sell additional
equity securities or debt securities or obtain other debt financing. The sale of additional equity securities or
convertible debt securities would result in additional dilution to our stockholders. Additional debt would result in
increased expenses and could result in covenants that would restrict our operations. We have not made

arrangements to obtain additional financing, and there is no assurance that financing, if required, will be
available in amounts or on terms acceptable to us, if at all.

We will incur increased costs as a result of being a public company

The Sarbanes-Oxley Act of 2002, as well as new rules subsequently implemented by the Securities and
Exchange Commission and Nasdaq, have required changes in corporate governance practices of public
companies. We expect these new rules and regulations to increase our legal and financial compliance costs and to

make some activities more time-consuming and costly. For example, we will incur additional costs associated
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with our public reporting requirements. We also expect these new rules and regulations to make it more difficult
and more expensive for us to obtain director and officer liability insurance and we may be required to accept
reduced policy limits and coverage or incur substantially higher costs to obtain similar coverage. As a result, it
may be more difficult for us to attract and retain qualified persons to serve on our board of directors or as
executive officers. We are currently evaluating and monitoring developments with respect to these new rules, and
cannot predict or estimate the amount of additional costs we may incur or the timing of such costs.

While we believe that we currently have adequate internal controls over financial reporting, we are
exposed to risks from recent legislation requiring companies to evaluate those internal controls.

Section 404 of the Sarbanes-Oxley Act of 2004 will require our management to report on, and our
independent auditors to attest to, the effectiveness of our internal control structure and procedures for financial
reporting. We will have an ongoing program to perform the system and process evaluation and testing necessary
to comply with these requirements. This legislation is relatively new and neither companies nor accounting firms
have significant experience in complying with its requirements. As a result, we expect to incur increased expense
and to devote additional management resources to Section 404 compliance. In the future, if our chief executive
officer, chief financial officer or independent registered public accounting firm determine that our internal
controls over financial reporting are not effective as defined under Section 404, investor perceptions of our
company may be adversely affected and could cause a decline in the market price of our stock.

Item 7A. Quantitative and Qualitative Disclosures About Marke? Risk

Our exposure to market risks for changes in interest rates relates primarily to our investment portfolio. As of
December 31, 2004, our cash equivalents and investment portfolio consisted of commercial paper, government
bonds, auction rate securities and money market funds. Cur marketable securities consist of high-quality debt
securities with maturities beyond 90 days at the date of acquisition, which mature within one year or less. Our
long-term investments consist of high-quality debt securities with maturities beyond one year. Our investments
are considered to be available for sale. We do not believe that an immediate 10% increase in interest rates would
have a material effect on the fair market value of our portfolio primarily due to the short term nature of our
investment portfolio. A significant percentage of our investment portfolio represents investments in debt
securities with original maturities of 90 days or less, as reflected by the balance in our cash and equivalents
caption on the face of our consolidated balance sheet as of December 31, 2004. Additionally, of our long-term
investment balance of approximately $43.8 million as of December 31, 2004, $20.0 million represents an
investment in auction rate securities, We believe the fair market value of auction rate securities is not materially
impacted by changes in interest rates due to the short-term nature of the underlying auction maturity dates. We
have reviewed the remaining securities with original maturities greater than 90 days classified as marketable
securities and the remaining balance of non-auction rate securities classified as long-term investments and have
determined that a 10% increase in interest rates would not have a material effect on the fair market value of these
securities. Since we believe we have the ability to liquidate this portfolio, we do not expect our operating results
or cash flows to be materially impacted by the effect of a sudden change in market interest rates on our
investment portfolio. ’

Foreign Currency Exchange Risk

Our exposure to adverse movements in foreign currency exchange rates is primarily related to our
subsidiaries’ operating expenses, primarily in the United Kingdom, Japan, Taiwan and India, denominated in the
respective local currency. A hypothetical change of 10% in foreign currency exchange rates would not have a
material impact on our consolidated financial statements or results of operations. All of our sales are transacted in
U.S. dollars.
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To The Board of Directors and Stockholders of
SiRF Technology Holdings, Inc.

We have audited the accompanying consolidated balance sheets of SiRF Technology Holdings, Inc. as of
December 31, 2004 and 2003, and the related consolidated statements of operations, convertible preferred stock
and stockholders’ equity (deficit), and cash flows for each of the three years in the period ended December 31,
2004. Our audits also included the financial statement schedule listed in Item 15(a)(2). These financial statements
and schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged to perform an
audit of the Company’s internal control over financial reporting. Our audit included consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of SiRF Technology Holdings, Inc. as of December 31, 2004 and 2003, and
the consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2004, in conformity with U.S generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

/s/ ERNST & YOUNG LLP

San Jose, California
January 26, 2005
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SiRF Technology Holdings, Inc.

CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share amounts)

ASSETS

Current Assets:
Cashandcashequivalents . ... ... ... .. .. . . . .. . . . ..
Marketable SECUITLES . . ...t e
Accounts receivable, net of allowance for doubtful accounts of $226 and $329 in

2004 and 2003, respectively . . ... .

IVentOrIES . . e
Current deferred tax assets .. ... ... it i
Prepaid expenses and other current assets ..............oov i

Total CUITENE ASSELS . . ¢ oot vt e et e e et e et e e e
Long-teIm INVESIMENTS . ... ottt ettt i e
Property and eqUIPMEnt, NEL ... ... oottt e
GoodWill . ..
Identified intangible assets, et . ... ... ...
Other Iong-term assets . .. ... v ettt e

Total @SS . ot e

LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)

Current Liabilities:
Accountspayable ... ... . L
Accounts payable torelated parties . ... ... .
Accrued payroll and related benefits ....... ... ... .. . ... i
Income taxes payable .. ... ... .. L
Other accrued liabilities ... ... ...
Deferred margin on shipments to distributors . .......... ... .. ... ... ...
Advance contract billings . . . .. ..
Current portion of long-term obligations .. .......... .. ... . i il

Total current liabilities . . ... .. ... ..
Long-term deferred tax lability .. ... .. .
Long-term OblHGAtiONS . . .. ...t e
Commitments and contingencies
Convertible preferred stock, $0.0001 par value, none and 35,000,000 authorized in 2004

and 2003, respectively; none and 27,884,261 issued and outstanding at December 31,
2004 and 2003, respectively; aggregate liquidation preference of $0 and $156,413 at
December 31, 2004 and 2003, respectively . ... ... .. i

Stockholders’ Equity (Deficit):

Preferred stock, $0.0001 par value, 5,000,000 authorized in 2004; no shares issued
and outstanding ... ...

Common stock, $0.0001 par value, 250,000,000 and 55,000,000 authorized in 2004
and 2003, respectively; 46,958,936 and 7,744,675 issued and outstanding at
December 31, 2004 and 2003, respectively . ... ... ... ... .. . oL

Additional paid-in capital . . .. ... ... e

Deferred stock-based cOmpensation ................uiiiiiiiiniii.

Accumulated other comprehensive income . ...........c i

Accumulated deficit .. ... i e e

Total stockholders’ equity (deficit) ......... .. . ... i
Total liabilities and stockholders’ equity (deficit) . ........................

See accompanying notes.
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December 31,
2004 2003

$ 86,462 §$ 16,715
14,842 827

9,768 8,467
7,982 7,968

1,719 1,168

135,759 35,145
43,760 3,248
5,484 2,879
28,052 28,052
15,182 19,123
246 181

$228,483 § 88,628

$ 6855 § 5,602

563 782
3,444 1,410
26 244
1,554 1,850
419 517
590 567
673 556
14,124 11,528
781

1,771 2,910

— 138,213

5 1
275,309 36,013
(2,734) (8,686)
(123) 22
(60,650) (91,373)

211,807  (64,023)
$228,483 § 88,628




SiRF Technology Holdings, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts)

Revenue:
Product revenue . ... i e
License royalty reVenuUe . .. .. ..ottt ettt e

NELTEVENUE . .ottt et e e e e e
Cost of revenue:
Costof productrevenue (8) .. ... ..ottt

Gross profit . ... it e
Operating expenses:
Research and development ............ .. ... .. i,
Salesand marketing .. .. ... oottt e
General and administrative .......... ... .. i
Amortization of acquisition-related intangible assets .................
Stock compensation expense (b) . ... i

Total operating expenses . ...,

Operating income (1088) . . ... ...t e
Interest INCOME . .. ... e e e
INterest eXpense .. ...t
Other income (EXPENSe), ML . .. ..ottt e e

Other INCOME, NEL . . . .\ttt ettt e e et e e ettt e e

Net income (loss) before (benefit from) provision for income
172, €= OO
(Benefit from) provision for income taxes .....................

Netincome (J0SS) ... ..ottt e e
Deemed dividend to preferred stockholders ............................

Net income (loss) applicable to common stockholders ............

Net income (loss) per share:
Basic ...

Diluted ....... . e

Weighted average number of shares used in per share calculations
Basic ...

Diluted ... ... .

(a) Cost of product revenue includes:
Stock cOMPEnSation XPenSe . . .. ..ovvutin e,
(b) Stock compensation expense (net of amounts included in cost of product
revenue):

Research and development ......... ... ... . ... .. ........
Salesand marketing .. ..... ... ... .
General and administrative ............ ... .. .o i

See accompanying notes.
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Year Ended December 31,

2004 2003 2002
$105,579 $69,906 §$ 30,325
11,789 3,241 32
117,368 73,147 30,357
51,131 33,100 14,566
66,237 40,047 15,791
22,275 15,457 11,592
10,481 9,394 7,052
7,705 4,352 4,100
4,632 4,088 2,450
5,329 3,042 3,183
50,422 36,333 28,377
15,815 3,714  (12,586)
1,535 160 228
3D 39 69)
(86) (26) 79
1,418 95 80
17,233 3,809 (12,5006)

(13,490) 244 —
$ 30,723 $ 3,565 $(12,506)
— 468 176
$ 30,723 § 3,097 $(12,682)
$ 090 $ 045 $ (1.92)
$ 064 $ 008 $ (1.92)
34,126 6,838 6,604
48,332 37,820 6,604
$ 691 $ (91) $ 589

2,341 716 975
1,579 562 1,669
1,409 1,764 539
§ 5329 $3042 $ 3,183
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SiRF Technology Holdings, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS

{In thousands)
Years Ended December 31,
2004 2003 2002
Operating activities:
Netincome (J08S) ..o et i e $ 30,723 $ 3,565 $(12,506)
Adjustments to reconcile net income {loss) to net cash provided by (used in)
operating activities: .
Depreciation and amortization . ........... ... 2,008 1,899 1,143
Amortization of acquired identified intangibleassets ..................... 4874 4,238 2,450
Deferredrent .. ... i (20) — 28
Stock cOMPENSAtIoN EXPEISE .. v . vttt vttt et a e 6,279 3,338 3,824
Netdeferred tax assets .. ...ttt e (14,205) — —
Tax benefit from employee stock purchaseplan ......................... 47 — —-—
Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable . ... ... e (1,301) (2,779 (2,519)
InVentories . ... i e e 14) (6,072) 2,009
Prepaid expenses and other current assets ... (551) (456) 27)
Accounts payable .. ... ... e 1,034 4,714 (128)
Accrued payroll and related benefits ........... ... ... oL 2,034 592 101
Incometaxespayable ......... ... .. . . (218) 244 —
Other accrued Habillties .. .....oouv it i e 57 913 269
Deferred margin on shipments to distributors ........... . ... ... ... .. (98) 80 106
Advance contracts billings . ...... ... e 23 (45) (238)
Other long-term assets ............ .ttt (65) 38 (32)
Net cash provided by (used in) operating activities ................... 30,607 10,269 (5,720)
Investing activities:
Acquisition of a business and development-stage company, netof cash ... .... — (63) —
Purchases of property and equipment .. ........ ... oo (4,613) (1,789 (788)
Purchases of available-for-sale investments ............................ (120,232) (6,612)  (4,027)
Maturities and sales of available-for-sale investments .................... 65,560 6,586 —
Purchase of intellectual propertyasset .......... ... .. ... .. ... . (933) (300) —
Net cash used in investing activities .............. ... oL 60,218 (2,178)  (4,815)
Financing activities:
Issuance of common stock, netof repurchases . .......................... 100,360 2,011 127
Issuance of preferred stock, net of issuancecosts ........................ — 6 4,076
(Increase) decrease inrestrictedcash .. ........ ... ... ... ... .. — — 288
Payments on litigation settlement obligation ......................... ... (1,168) (601) (502)
Proceeds (payments) from borrowings ... ..ot (1,000) 443
Principal payments under capital leases .. .......... ... ... (60) 2D (43)
Increase in other long-term obligations ............ ... ... ... ... ... 226 — —
Net cash provided by financing activities . . ......................... 99,358 395 4,389
Net increase (decrease) in cash and cash equivalents . ......................... 69,747 8,486 (6,146)
Cash and cash equivalents at beginningof year . ............. ... ... .. ..., 16,715 8,229 14,375
Cash and cash equivalentsatendof year ........... ... .. .. .. ... . il $ 86,462 $16,715 8,229
Supplemental disclosures of cash flow information:
Cash paid during the period for interest ... .. e e $ 31 $ 39 69
Cash paid for inCome taxes, Net . .. ... ..ttt $ 1,027 19 18
Non-cash transactions:
Deferred stock compensation, et . ...........ouuiieir i, $ 27 $10,092 —
Preferred stock and related warrants issued in connection with acquisitions . ... § —  $10,988 —

See accompanying notes.
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SiRF Technology Holdings, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1.  Organization and Summary of Significant Accounting Policies
Organization

SiRF Technology Holdings, Inc. (“SiRF” or the “Company”) is the holding company for SiRF Technology,
Inc. (*SiRF Technology”), which develops and markets semiconductor products designed to enable location
awareness in high-volume mobile consumer devices and commercial applications. SiRF Technology was
incorporated in the state of California in February 1995 and reincorporated in the state of Delaware in September
2000. SiRF was incorporated in the state of Delaware in June 2001 when all of SiRF Technology’s capital was
exchanged for SiRF capital.

Basis of Presentation

The consolidated financial statements include SiRF and its wholly owned subsidiaries. All significant
intercompany accounts and transactions are eliminated in consolidation.

Use of Estimates

The preparation of consolidated financial statements in accordance with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Such management estimates include, but
are not limited to, recognition of revenue, provision for inventory write-downs, allowance for doubtful accounts,
valuation of stock options, provision for warranty claims, valuation of goodwill and long-lived assets and
valuation of deferred tax assets. Actual results could differ from those estimates.

Reclassifications

Certain reclassifications have been made to prior period amounts to conform to current period presentation.
Revenue recognized on license royalty agreements included in net revenue for fiscal 2003 and 2002, have been
separately presented in the statements of operations. An intellectual property asset and certain software licenses,
reported as prepaid expenses and other current assets in fiscal 2003, were reclassified to identified intangible
assets and fixed assets, respectively, along with their related impact on the statement of cash flows.

Certain Significant Risks and Uncertainties

SiRF operates in a rapidly changing environment that involves a number of risks, some of which are beyond
the Company’s control and could have a material adverse effect on SiRF’s business, operating results, and
financial condition. These risks include, but are not limited to, variability and uncertainty of revenues and
operating results; the emerging nature of SiRF’s market; its reliance on third parties to manufacture, assemble
and distribute its products; customer concentration; technological changes and new product development risks;
competition; intellectual property and related risks; management of growth; dependence on key personnel;
acquisitions and investments; international operations and regulatory requirements.

Concentration of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist
primarily of cash, cash equivalents, short and long-term investments and accounts receivable. Risks associated
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SiRT Technology Holdings, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

with these instruments are mitigated by banking with, and purchasing commercial paper from, creditworthy
institutions. SiRF’s receivables are concentrated in a relatively few number of customers and as a result, the
Company maintains individually significant receivable balances with these parties. If the financial condition or
operations of these parties deteriorate substantially, SiRF’s operating results could be adversely affected. The
Company performs periodic evaluations of its customers’ financial condition, but generally does not require
collateral for sales on credit. The Company maintains reserves for estimated potential credit losses. SiRF’s
historical credit losses have been within management’s expectations.

Cash and Cash Equivalents, Marketable Securities and Long-Term Investments

The Company considers all highly liquid investments with original maturities of ninety days or less to be
cash equivalents. Investments with original maturities over ninety days and up to one year are considered short-
term investments and investments with maturities over one year are considered long-term investments. Cash
equivalents and investments are principally comprised of high-quality commercial paper, obligations of the U.S.
government and its agencies, money market accounts and auction rate securities. The Company’s investments are
considered to be available-for-sale and are reported at fair value, with unrealized gains and losses, net of tax,
reported as a separate component of stockholders’ equity (deficit). The cost of securities sold is based on the
specific identification method.

Inventories

Inventory costs are determined using standard costs which approximate actual costs under the first-in, first-
out method. The Company’s standard cost policy is to continuously review and set standard costs at current
manufacturing costs. Manufacturing overhead standards for product cost are calculated assuming full absorption
of projected spending over projected volumes. SiRF writes-down inventory to net realizable value based on
backlog and forecasted demand. The Company’s excess and obsolescence reserve policy is to reserve for
inventory in excess of forecasted demand based on the cyclicality of demand for the Company’s products,
obsolescence of technology and product life cycles. These factors are impacted by market and economic
conditions, technology changes, new product introductions and changes in strategic direction, and require
estimates that may include elements that are uncertain. In addition, backlog is subject to revisions, cancellations
and rescheduling. Actual demand may differ from forecasted demand and such difference may have a material
effect on the Company’s gross margins. In fiscal 2004, 2003 and 2002, SiRF sold previously written-down
inventory with an original cost of approximately $96,000, $135,000 and $2,231,000, respectively. The sales of
previously written-down inventory in fiscal 2002, and to a lesser extent in 2004 and 2003, related to initial write-
downs of inventory, recorded in fiscal 2001 and 2000, attributable to a sharp decline in backlog and forecasted
demand due to a worldwide economic slowdown and lack of market acceptance of our customers’ products.

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation. Depreciation is computed using the
straight-line method over the estimated useful lives of the assets of three to seven years. Leasehold improvements
are depreciated over the shorter of seven years or the remaining useful life of the lease.

Impairment of Long-Lived Assets

Purchased intangible assets consist of acquired developed and core technology, customer list, assembled-
workforce and intellectual property assets. These purchased intangible assets are amortized using the straight-line
method over their estimated useful lives of two to eight years.
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SiRF Technology Holdings, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Long-lived assets, such as property, equipment and purchased intangible assets, are evaluated for
impairment whenever events or changes in circumstances indicate the carrying value of an asset may not be
recoverable in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 144, Accounting for
the Impairment or Disposal of Long-Lived Assets. When the sum of the undiscounted future net cash flows
expected to result from the use of the asset and its eventual disposition is less than its carrying amount, an
impairment loss would be measured based on the discounted cash flows compared to the carrying amount. No
impairment charge was recorded in any of the periods presented.

Goodwill

SiRF evaluates goodwill, at a minimum, on an annual basis and whenever events and changes in
circumstances suggest that the carrying amount may not be recoverable. Impairment of goodwill is tested at the
reporting unit level by comparing the reporting unit’s carrying amount, including goodwill, to the fair value of the
reporting unit. The fair value of the reporting unit is estimated using a combination of quoted market prices, the
income or discounted cash flow approach and the market approach, which utilizes comparable companies’ data. If
the carrying amount of the reporting unit exceeds its fair value, goodwill is considered impaired and a second step
is performed to measure the amount of impairment loss, if any. The Company performs its impairment review at
the entity level as it has only one operating segment, which is its sole reporting unit. The Company conducted its
annual impairment test as of September 30, 2004 and determined there to be no impairment. There were no events
or circumstances from that date through December 31, 2004 that would impact this assessment.

Revenue Recognition

SiRF derives revenue primarily from sales of semiconductor chip sets and licenses of its intellectual property
and premium software products. Revenue is recognized when persuasive evidence of a sales arrangement exists,
transfer of title and acceptance, where applicable, occurs, the sales price is fixed or determinable and collection is
probable. Transfer of title occurs based on defined terms in customer purchase orders. The Company records
reductions to revenue for expected product returns based on the Company’s historical experience. SiRF defers the
recognition of revenue and the related cost of revenue on shipments to distributors that have rights of return and
price protection privileges on unsold merchandise until the merchandise is sold by the distributor to its customers.
Price protection rights grant distributors the right to credit on future purchases in the event of decreases in the price
of SiRF’s products. SiRF enters into co-branding agreements with certain customers and provides marketing
incentives to certain distributors. Payments made under such agreements and marketing incentives are recorded as a
reduction of revenue in accordance with Emerging Issues Task Force (“EITF”) Issue No. 01-09, Accounting for
Consideration Given by a Vendor to a Customer (Including a Reseller of the Vendor’s Products).

SiRF licenses rights to use its intellectual property to allow licensees to integrate GPS technology into their
products. SiRF also licenses rights to use its premium software products to licensees to enable SiRF chip sets to
provide enhanced functionality in specific applications. Licensees pay ongoing royalties based on sales of their
products incorporating the licensed intellectual property or premium software. Royalty revenue is recognized at the
time products containing the licensed intellectual property or premium software are sold by the licensee based on
quarterly reports received from licensee detailing the number of chip sets shipped by licensee into which SiRF’s
intellectual property or premium software was embedded. For certain licensees, (the “Estimated Licensees”™), the
Company estimates and records the royalty revenue earned in the quarter in which such sales occur, but only when
reasonable estimates of such amounts can be made. Estimates of royalty revenue for the Estimated Licensees are
based on forecasts provided by Estimated Licensees, an analysis of the Company’s sales of chip sets to Estimated
Licensees and historical attach rates, historical royalty data for Estimated Licensees and current market and
economic trends. Cnce royalty reports are received from the Estimated Licensees, the variance between such reports
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and the estimate is recorded as royalty revenue in the quarter in which the reports are received. To date, such
variances have not been significant. Subsequent to the sale, SiRF has no obligation to provide any modification,
customization, upgrades, or enhancements. The cost of revenue associated with licenses is insignificant.

Shipping and Handiing

Costs related to shipping and handling are included in cost of sales for all periods presented.

Advertising

Advertising costs are charged to sales and marketing expense as incurred and are not significant in all
periods presented.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. Valuation
allowances are established when necessary to reduce deferred tax assets to the amounts expected to be recovered.

Net Income (Loss) Per Share

Basic net income (loss) per share is calculated by dividing net income (loss) applicable to common
stockholders by the weighted average number of common shares outstanding, excluding the weighted average
unvested common shares subject to repurchase. Diluted net income (loss) per share is computed giving effect to all
potential dilutive common stock including stock options, convertible preferred stock, preferred stock warrants and
common stock subject to repurchase. Common stock equivalents, such as stock options, convertible preferred stock
and preferred stock warrants are excluded from the computation in loss periods as their effect would be antidilutive.

51



SiRF Technology Holdings, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The reconciliation of the numerators and denominators used in computing basic and diluted net income
(loss) per share was as follows for the three years ended December 31, 2004, 2003 and 2002:

Year Ended December 31,
2004 2003 2002
(In thousands, except per share data)
Numerator:
Netincome (J08S) .. ..ot $30,723 % 3,565 $(12,506)
Deemed dividend to convertible preferred stockholders .............. — 468 176
Net income (loss) applicable to common stockholders ............... $30,723 $ 3,097 $(12,682)
Denominator:
Weighted average common shares outstanding ... .................. 34,135 6,870 6,640
Less: Weighted average common shares outstanding subject to
repurchase ......... .. 9) 32) (36)
Weighted average shares used in net income (loss) per common share,
DaSIC . ot e 34,126 6,838 6,604
Dilutive potential common shares:
Weighted average of convertible preferred stock ............... 8,984 28,697 —
Weighted average of repurchasable common stock outstanding . . . . 9 32 —
Weighted average of common stock options ................... 4,862 2,181 —
Weighted average of preferred stock warrants ................. 336 72 —
Weighted average of employee stock purchase plan shares ....... 15 — —
Total weighted average shares used in net income (loss) per common
share, diluted . ...... ... . . . 48,332 37,820 6,604
Net income (loss) per share:
BasiC . . oo $§ 090 $ 045 $ (1.92)
Diluted . ... ... $ 064 $ 008 §& (1.92)

In the three years ended December 31, 2004, 2003 and 2002, the following common stock equivalents,
which could potentially dilute basic net income (loss) per common share in future periods, were excluded from
the computation of diluted net income (loss) per common share in the periods presented, as their effect would
have been anti-dilutive:

Year Ended December 31,
2004 2003 2002
(In tE(Esands)
Convertible preferred stock . ........ .. . ... — 27,421
Shares of common stock subject to repurchase ....................... 91 9

Outstanding Options ... .....c.tt it 1,970

—_ 6,208
Preferred stock Warrants . ...ttt e B 894
Total ..o 1,970 803 34,532

Product Warranty

SiRF provides for the estimated cost of product warranties at the time it recognizes revenue. Product
warranty accrual includes specific accruals for known product issues and an accrual for an estimate of incurred
but unidentified product issues based on historical activity. The warranty accrual and the related expense for
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

known product issues were not significant as of and for the three years ended December 31, 2004, 2003 and
2002. Due to effective product testing and the short time between product shipment and the detection and
correction of product failures, the warranty accrual based on historical activity and the related expense were not
significant as of and for the three years ended December 31, 2004, 2003 and 2002.

Research and Development and Software Development Costs

Research and development expense is charged to operations as incurred. To the extent research and
development costs include the development of embedded software, the Company believes that software
development is an integral part of the semiconductor design and such costs are expensed as incurred until
technological feasibility has been established, at which time any additional costs would be capitalized in
accordance with SFAS No. 86, Computer Software To Be Sold, Leased or Otherwise Marketed. The costs to
develop such software have not been capitalized as the current software development process is essentially
completed concurrent with the establishment of technological feasibility.

SiRF generates engineering services income with various commercial customers that have enabled it to
accelerate its product development efforts. SiRF retains ownership of the technology developed under these
arrangements. Such development income has moderately contributed to the funding of SiRF’s product
development activities. Development costs related to the underlying contracts are classified as research and
development expense, and any income generated is classified as a reduction of research and development
expense. Engineering services are billed in accordance with the terms and conditions of the related contracts,
which may allow progress billings upon costs incurred, completion, or other billing arrangements. Engineering
services income is recognized only if the customer accepts the delivery of a given milestone, and collectibility is
probable. Advance contract billings include amounts that have been invoiced, for which SiRF has not yet
received acceptance of the deliverable from the customer, and result in the deferral of income until such time that
specified milestones are accepted. The following table summarizes these services:

Year Ended December 31,
2004 2003 2002
(In thousands)
Gross research and development expense ..................... $22,443  $16,060 $12,972
Less recognized engineering servicesincome .................. (168) (603) (1,380)
Net research and developmentexpense ...........covvuvien... $22,275  $15,457  $11,592

Stock-Based Compensation

SiRF applies the intrinsic-value-based method prescribed in Accounting Principles Board (“APB”) Opinion
No. 25, Accounting for Stock Issued to Employees, in accounting for employee and director stock-based
compensation, and complies with the disclosure provisions of SFAS No. 123, Accounting for Stock-Based
Compensation, as amended by SFAS No. 148, Accounting for Stock-Based Compensation — Transition and
Disclosures. Under APB No. 25, SiRF recognizes compensation expense when it grants options with a
discounted exercise price, and recognizes any resulting compensation expense over the associated service period,
which is generally the option vesting term. SiRF recognizes compensation expense for stock options granted at a
discount using a multiple option valuation approach in accordance with Financial Accounting Standards Board
(“FASB”) Interpretation (“FIN) No. 28, Accounting for Stock Appreciation Rights and Other Variable Stock
Option or Award Plans. Prior to there being a public market for SiRF’s common stock, the Board of Directors
determined the deemed fair value of the Company’s common stock based on factors such as the sale of SiRF’s
preferred stock, results of operations and consideration of the fair value of comparable publicly traded
companies.
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SiRF accounts for equity instruments issued to non-employees in accordance with EITF Issue No. 96-18,
Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction
with Selling, Goods or Services. Under EITF Issue No. 96-18, compensation expense for non-employee stock
options is calculated using the Black-Scholes option pricing model and is recorded as the shares underlying the
options are earned. The unvested shares underlying the options are subject to periodic revaluation over the
remaining vesting period.

The pro forma effect on net income (loss) and net income (loss) per share as if the fair value of stock-based
compensation had been recognized as compensation expense was as follows:

Year Ended December 31,
2004 2003 2002
(In thousands, except per share data)
Net income (loss) applicable to common stockholders as reported ......... $30,723  $3.,097 $(12.682)
Add: Stock-based employee compensation expense included in reported net
income (loss), net of related tax effect . ............. ... ... ... . ..... 1,477 2,951 3,772
Deduct: Stock-based employee compensation expense determined under the
fair value method for stock option grants, net of related tax effect . ....... (3,270)  (3,598) (5,397)
Pro forma net income (10SS) .. ... ...t $28,930 $2450 $(14,307)
Net income (loss) per share
Basic:
ASTEPOTIEd .« .\ e $ 090 $ 045 $ (1.92)
Proforma . ..o $ 085 % 036 $ (217)
Diluted:
ASTEPOrted ... P $ 064 3 008 $ (1.92)
Proforma . ... ... $ 060 $ 006 $ (217

The information above regarding net income (loss) and net income (loss) per share was prepared in accordance
with SFAS No. 123 and has been determined as if the Company accounted for employee stock options and purchase
rights under the 2004 Employee Stock Purchase Plan (“ESPP”), adopted in the second quarter of fiscal 2004, under
the fair value method as prescribed by SFAS No. 123, and provisions of FASB Technical Bulletin 97-1, Accounting
under Statement 123 for Certain Employee Stock Purchase Plans with a Look-Back Option. The fair value for
options granted prior to February 10, 2004, SiRF’s initial filing date of its Form S-1 with the Securities and
Exchange Commission, was estimated at the date of grant using the minimum value method with the weighted-
average assumptions listed below. Options granted on or after February 10, 2004, have been valued using the Black-
Scholes option pricing model with an expected stock volatility of 70%. The fair value of stock options and purchase
rights was estimated with the following weighted-average assumptions:

Stock Options ESPP
Year Ended December 31,
w05 02 200
Risk-free interestrate . ........ ... oiniiriininnnnn... 3.1% 32% 34% 2.16%
Average expected life of options (inyears) ................... 3.0 4.0 4.0 0.5
Volatility ... ..o 0% — — 70%

Dividendyield ....... ... .. ... .. . .. — — — —

The effects of calculating compensation cost under SFAS No. 123 for the years ended December 31, 2004,
2003 and 2002 may not be representative of the effects that this calculation may have on reported net income or
losses for future periods.
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The weighted average fair value of options granted with an exercise price below the deemed fair value of
the Company’s common stock during the years ended December 31, 2004 and 2003 was $1.21 and $3.14,
respectively. No options were granted in the year ended December 31, 2002, with an exercise price below the
deemed fair value of common stock. The weighted average fair value of options granted with an exercise price
equal to the deemed fair value of the Company’s common stock during the years ended December 31, 2004,
2003 and 2002 was $5.76, $0.47 and $0.52, respectively.

For purposes of pro forma disclosures, the estimated fair value of the 2004 ESPP purchase rights is
amortized over the individual accumulation periods comprising the offering period, subject to modification on
the date of purchase, on an accelerated basis, in accordance with FIN No. 28. The weighted average fair value of
the ESPP purchase rights was $5.03 in the year ended December 31, 2004.

Foreign Currency

The functional currency of SiRF’s foreign subsidiaries is the local currency of the country in which the
respective subsidiary operates. For the years ended December 31, 2004, 2003 and 2002, translation gains and
losses were insignificant. Gains and losses from transactions denominated in currencies other than the functional
currencies are included in the consolidated statements of operations. Translation gains and losses, as well as
gains and losses from transactions denominated in currencies other than the functional currencies are included in
the consolidated statement of operation caption “Other Expense, Net”. All of SiRF’s revenue transactions are
denominated in U.S. dollars.

Segment Reporting

SFAS No. 131, Disclosures About Segments of an Enterprise and Related Information, establishes standards
for the reporting of information about operating segments, including related disclosures about products and
services, geographic areas and major customers. The Company operates in only one reportable segment under
SFAS No. 131.

Indemnifications

From time to time the Company enters into types of contracts that contingently require SiRF to indemnify
parties against third party claims. These contracts primarily relate to: (i) real estate leases, under which the
Company may be required to indemnify property owners for environmental and other liabilities, and other claims
arising from use of the applicable premises; (ii) agreements with the Company’s officers, directors and
employees, under which SiRF may be required to indemnify such persons from liabilities arising out of their
employment relationship; and (iii) agreements with customers to purchase chip sets and to license the Company’s
IP core technology or embedded software, under which the Company may indemnify customers for intellectual
property infringement related specifically to the use of such products. These guarantees generally require the
Company to compensate the other party for certain damages and costs incurred as a result of third party
intellectual property claims arising from these transactions. The nature of the intellectual property
indemnification obligations prevents the Company from making a reasonable estimate of the maximum potential
amount it could be required to pay to its customers and suppliers. Historically, the Company has not made any
significant indemnification payments under such agreements and no amount has been accrued in the
accompanying consolidated financial statements with respect to these indemnification obligations.

Recently Issued Accounting Standards

In December 2004, the FASB issued SFAS No. 123R, Share-Based Payment, which is a revision of SFAS
No. 123. SFAS No. 123R supersedes APB Opinion No. 25, and amends SFAS No. 95, Statement of Cash Flows.
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This statement establishes standards for the accounting for transactions in which an entity exchanges its equity
instruments for goods or services, primarily focusing on the accounting for transactions in which an entity
obtains employee services in share-based payment transactions. Entities will be required to measure the cost of
employee services received in exchange for an award of equity instruments based on the grant-date fair value of
the award (with limited exceptions). That cost will be recognized over the period during which an employee is
required to provide service, the requisite service period (usually the vesting period), in exchange for the award.
The grant-date fair value of employee stock options and similar instruments will be estimated using option-
pricing models. If an equity award is modified after the grant date, incremental compensation cost will be
recognized in an amount equal to the excess of the fair value of the modified award over the fair value of the
original award immediately before the modification. This statement is effective as of the beginning of the first
interim or annual reporting period that begins after June 15, 2005. In accordance with the standard, the Company
will adopt SFAS No. 123R effective July 1, 2005.

SFAS 123R permits public companies to adopt its requirements using one of two methods: the modified-
prospective method or the modified-retrospective method. Under the modified-prospective method,
compensation cost is recognized beginning with the effective date (a) based on the requirements of SFAS
No. 123R for all share-based payments granted after the effective date and (b) based on the requirements of
SFAS No. 123 for all awards granted to employees prior to the effective date of SFAS No. 123R that remain
unvested on the effective date. Prior periods remain unchanged and pro forma disclosures previously required by
SFAS No. 123 continue to be required. The modified-retrospective method includes the requirements of the
modified prospective method described above, but also permits entities to restate based on the amounts
previously recognized under SFAS No. 123 for purposes of pro forma disclosures either (a) all prior periods
presented or (b) prior interim periods of the year of adoption.

As permitted by SFAS No. 123, the Company currently accounts for share-based payments to employees
using APB Opinion No. 25’s intrinsic value method and, as such, generally recognizes no compensation cost for
employee stock options. Accordingly, the adoption of SFAS No. 123R’s fair value method will have a significant
impact on the Company’s results of operations, although it will have no impact on the Company’s overall
financial position. The impact of adoption of SFAS No. 123R cannot be predicted at this time because it will
depend on levels of share-based payments granted in the future. However, had SiRF adopted SFAS 123R in prior
periods, the impact of that standard would have approximated the impact of SFAS No. 123 as described above in
the disclosure of pro forma net income (loss) and income (loss) per share. SFAS No. 123R also requires the
benefits of tax deductions in excess of recognized compensation cost to be reported as a financing cash flow,
rather than as an operating cash flow as required under current literature. This requirement will reduce net
operating cash flows and increase net financing cash flows in periods after adoption. While the Company cannot
estimate what those amounts will be in the future (because they depend on, among other things, when employees
exercise stock options), the amount of operating cash flows recognized in fiscal 2004 for such excess tax
deductions was not significant. No excess tax deductions were recognized in fiscal 2003 and 2002.

In March 2004, the FASB issued EITF Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investments, which provides new guidance for assessing impairment losses on debt
and equity investments. Additionally, EITF Issue No. 03-1 includes new disclosure requirements for investments
that are deemed to be temporarily impaired. In September 2004, the FASB delayed the accounting provisions of
EITF Issue No. 03-1; however, the disclosure requirements remain effective for annual financial statements for
fiscal years ending after December 15, 2003. The Company’s adoption of the disclosure provision of EITF Issue
No. 03-1 did not have any material effect on the Company’s financial position, results of operations, or cash
flows. The Company will evaluate the effect, if any, of EITF Issue No. 03-1 when final guidance is released.
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Note 2.  Initial Public Offering

On April 22, 2004, SiRF commenced trading of its common stock on the NASDAQ National market in an
initial public offering with the sale of 8,650,000 shares of common stock (including the exercise of the over-
allotment option of 1,650,000 shares) at $12.00 per share and realized net proceeds of $94.1 million, after
deducting underwriters’ discounts and expenses. Concurrent with the closing of the offering, all of SiRF’s
outstanding convertible preferred stock was converted into 29,100,184 shares of common stock.

Note 3.  Acquisition of 2 Business and a Development-Stage Company

On March 28, 2003, SiRF acquired Enuvis, a development-stage company specializing in wireless location
technology. The aggregate purchase price of approximately $11.1 million consisted of 1,572,417 shares of Series
H preferred stock valued at approximately $10.2 million, immediately exercisable warrants to acquire 132,364
shares of Series H preferred stock valued at $767,000 and direct acquisition costs of approximately $152,000.
The value of the series H preferred stock issued in the Enuvis transaction was determined based upon SiRF’s
management and Board of Directors’ best estimates through negotiations between SiRF and Enuvis’ former
Board of Directors. Enuvis had no customers and was not generating revenue. Accordingly, the Company does
not believe the Enuvis acquisition met the criteria to be accounted for as an acquisition of a “business” under the
requirements of SFAS No. 141, Business Combinations. The excess of the purchase consideration over the fair
value of the net assets acquired was allocated on a proportionate basis to the assets acquired and no goodwill was
recorded in accordance with SFAS No. 142, Goodwill and Other Intangible Assets.

The following table summarizes the estimated fair values of the assets and liabilities assumed at the date of
acquisition:

(In thousands)

CUITENT ASSELS . o« v e vt ottt e ettt e e e e e e e e e $ 156
Property and eqUIpmEDt . . ... ..ottt 1,109
Identified intangible assets ........... . ... 10,123
Total assets acquired .. ... ... .. .. 11,388
Current liabilities assumed . ........... . i i (248)
Netassets acquired ... .........ooiieiuiniiiniii i $11,140

The acquired identified intangible assets include existing developed core technology of approximately $9.6
million with a five-year useful life and assembled workforce of $524,000 with a two-year useful life. The
acquired identified intangible assets are amortized on a straight-line basis.

On September 21, 2001, SiRF acquired the Global Positioning System (“GPS™) semiconductor product line
of Conexant. The total consideration for the product line was approximately $46 million which included the fair
value of SiRF’s preferred stock and direct transaction costs. The results of operations for the acquired Conexant
product line have been included in the Company’s consolidated statements of operations since that date. The
objective of the purchase was to enhance SiRF’s core technology team and acquire complementary products,
technologies, intellectual property and a customer base that would enhance the Company’s position in the GPS
market.

The acquisition was recorded under the purchase method of accounting, and accordingly the purchase price
was allocated to the tangible assets and liabilities and intangible assets acquired, based on their fair values. The
excess purchase price over those fair values was recorded as goodwill. The fair values assigned to intangible
assets acquired were based on valuations prepared by an independent third party appraisal firm using estimates
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and assumptions provided by management. SiRF recorded approximately $44 million of goodwill and identified

intangible assets in conjunction with the purchase of Conexant’s GPS semiconductor product line.

Note4.  Cash Equivalents and Investments

The following is a summary of available-for-sale investments as of December 31, 2004 and 2003:

December 31, 2004

Gross Gross
Amortized Unrealized Unrealized Estimated
Costs Gains Losses Fair Value

(In thousands)
Corporatenotesand bonds . ............. ..ot $ 62,011 $ 1 $ 36) $ 61,976
GOVernment agenCies ... ..........vvevvinenrenenannunanns 32,097 1 (89) 32,009
AucCtion rate SECUIItIES . . ..\t i i i et e 20,000 — — 20,000
Money marketfunds .......... ... ... . oL 28,754 — — 28,754
Total . ... e $142.862 $ 2 $(125) $142,739
Reported as:

Cash and cashequivalents ..............coeviiiniunnn..n. $ 84,138 $ 1 $ 2 $ 84,137
Marketable securities . . ... .. e 14,887 — 45) 14,842
Long-term inVestments ..........ovvteventenenenennnnennns 43,837 1 (78) 43,760
Total .. e $142,862 $ 2 $(125) $142,739

December 31, 2003

Gross Gross
Amortized Unrealized Unrealized Estimated
Costs Gains Losses Fair Value

(In thousands)
Corporate BONAS . ...\ttt $ 1,355 $ 12 $— $ 1,367
GOVernment 8genCI8S . ... ....vvurreerneernneennnenreannn 2,698 10 — 2,708
Money marketfunds ........ ... ... . L 13,537 — — 13,537
Total ... e $ 17,590 $ 22 $— $ 17,612
Reported as:

Cashand cashequivalents ..............coiiiennan... $ 13,537 $— $— $ 13,537
Marketable securities ... ....... ... .. 820 7 - 827
Long-term investments . ............ouernmineneenenenannn. 3,233 15 — 3,248
Total . ..o $ 17,590 $ 22 $— $ 17,612

The following table provides the breakdown of the investments with unrealized losses at December 31,

2004:

Less than 12 Months 12 Months or Longer Total

Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
(In thousands)

Corporate notes and bonds ................. $48,180  $ 36 $— $— $48,180  $ 36
Government agencies .. .............c...... 22,915 89 —_ — 22,915 89
Total .......... ... ... $71,095 $125 $— $— $71,095 $125
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The gross unrealized losses related to fixed income securities in 2004 were due to changes in interest rates.
The contractual terms of these investments do not permit the issuer to settle the securities at a price less than the
amortized cost of the investment. The Company’s management determined that the gross unrealized losses on its
investment securities at December 31, 2004 are temporary in nature. The Company reviews its investments to
identify and evaluate investments that have indications of possible impairment. Factors considered in
determining whether a loss is temporary include the length of time and extent to which fair value has been less
than the cost basis, the financial condition and near-term prospects of the investee, and the Company’s intent and
ability to hold the investment for a period of time sufficient to allow for any anticipated recovery in market value.
Substantially all of the Company’s fixed income securities are rated investment grade or better.

The fair value of the Company’s investment in debt securities, by contractual maturity, is as follows:

December 31,
2004 2003
(In thousands)
Duein lyearorless ...t $ 70,225 § 827
DUuein 110 S years . ..ot e 23,760 3,248
Dueafter 10years .......... i e 20,000 —
Total L $113,985 $4,075

Net unrealized holding gains and losses on available-for-sale investments are included as a separate
component of stockholders’ equity (deficit) at December 31, 2004 and 2003. Realized gains and losses on sales
of available-for-sale investments during the years ended December 31, 2004, 2003 and 2002 were insignificant.

Note 5. Invemteries

Inventories consist of the following:

December 31,

2004 2003
(In thousands)
WOTK N PrOCeSS . . ..o ittt $ 156 $ 345
Finished goods .. ... ... i 7,826 7,623
Total .. $7,982 $7,968

Note 6. Property and Equipment

Property and equipment consist of the following:

December 31,

2004 2003
{In thousands)

Computer equipment and software ........... ... ... ... . ... . ... $ 8520 $5263
TeSt EQUIPMENE . . . oottt et e 2,569 2,371
Furniture and fIXtUIes . . . ... . i 1,408 954
Leasehold improvements .. ....... ... it 866 435

13,363 9,023
Accumulated depreciation and amortization . .............. ... . (7,879) (6,144)
Total .. $ 5484 $ 2,879




SiRF Technology Holdings, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Depreciation expense was approximately $2,008,000, $1,830,000 and $1,143,000 in 2004, 2003 and 2002,
respectively.

Note7. Segment and Geographical Information

As of December 31, 2004 and 2003, substantially all of SiRF’s long-lived assets are maintained in the
United States of America. The following table summarizes net revenue by geographic region:

Year Ended December 31,
2004 2003 2002
(In thousands)
Net revenue:
United States .........outurini i $ 29,512 $ 9,698 $ 6,098
Export sales from United States:
Talwan . ... e e 48,957 21,664 4,503
China ..o e e 6,940 12,057 4,083
Japan ... ..o 2,386 3,559 3,899
NewZealand ........... ... .. 0 iiiiiiinnn.n. 8,649 6,796 3,828
Germany . .........uuiiniun i 1,665 11,230 583
Europe (excluding Germany) ...................... 9,521 5,636 5,494
Other . ... 9,738 2,507 1,869
NELIEVENUE . .\ ottt e e et e $117,368  $73,147  $30,357

Note 8. Customer Concentration

The following table summarizes net revenue and accounts receivable for customers that accounted for 10%
or more of net revenue or net accounts receivable:

Net Accounts Receivable Net Revenue
December 3%, Year Ended December 31,
Customer 2004 2003 2004 2003 2002
A 17% — % 22% 10% 3%
B... [ 12 32 5 12 13
C o 10 — 2 — —
Do — 49 13 15 3
E . 11 7 15 12 4
F oo — —_ 1 11 —
G 10 — 14 7 8
H.. oo 10 — 1 5 5

The outstanding accounts receivable balances of customer D include royalty revenue for the fourth quarter
of fiscal 2003, which according to the contract is payable approximately 45 days from December 31, 2003.
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Note 9. Identified Intangible Assets

Identified intangible assets at December 31, 2004 consist of the following:

Gross Accumulated
Assets Amortization Net

(In thousands)
Acquisition-related developed and core technology ........... $19,599 $ (7.422) $12,177
Acquisition-related customer relationships ................. 6,000 (3,900) 2,100
Acquisition-related assembled workforce . .................. 524 (460) 64
Total acquisition-related intangible assets .............. 26,123 (11,782) 14,341
Intellectual property assets .. ............c.oviiiiinninn.... 1,233 (392) 841
Total identified intangible assets ..................... $27,356 $(12,174)  $15,182

Identified intangible assets at December 31, 2003 consist of the following:

Gross Accumulated
Assets Amortization Net

(In thousands)
Acquisition-related developed and core technology .. ......... $19,599 $(4,252) $15,347
Acquisition-related customer relationships ................. 6,000 (2,700) 3,300
Acquisition-related assembled workforce . .................. 524 (198) 326
Total acquisition-related intangible assets .............. 26,123 (7,150) 18,973
Intellectual property assets ................cciiini., 300 (150) 150
Total identified intangible assets ..................... $26,423 $(7,300) $19,123

In fiscal 2004, the Company acquired intellectual property assets at a cost of $933,000. The acquired
intellectual property assets are being amortized using the straight line method over their useful life of three years.

Amortization expense of acquisition-related intangible assets was $4,632,000, $4,088,000 and $2,450,000 in
2004, 2003 and 2002, respectively. Amortization of intellectual property assets of $242,000 and $150,000 in
2004 and 2003, respectively, was included in research and development expense.

Estimated future amortization expense related to identified intangible assets at December 31, 2004 is as
follows:

(In thousands)

Fiscal year:

2005 L $ 4,745

2000 .. e e 4,381

2007 e 3,388

2008 e e e 1,729

2009 . e e 939

Thereafter .. ... e —
e} 71 O $15,182
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Note 10. Deferred Margin on Shipments to Distributors

Revenue on shipments made to distributors under agreements allowing right of return and price protection is
deferred until the distributors sell the merchandise. Deferred revenue under these agreements and deferred cost of
sales related to inventories held by distributors are as follows:

December 31,

2004 2003
(In thousands)
Deferred revenue . . ... ..o e $688 $1,523
Less inventory held by distributors .......... ... ... .. i (269)  (1,006)
Deferred margin on shipments to distributors . ......... ... ... ... ... oot $419 $ 517

Note 11. Long-Term Obligations

Long-term obligations consist of the following:

December 31,

2004 2003
(In thousands)

Litigation settlement obligation . ...........c.oireinrriinenneeernnnnen., $2,107  $3,275
Deferred rent . . ... e 75 95
Capital leases . . .. ... e 36 96
Other long-term liabilities . ........... . i 226 —

2,444 3,466
CUrrent POTHON . .. oottt et e et e et e e e (673) 3 (556)
LONg-term POTtON . .. .o\ttt ettt e e e $1,771 82,910

On September 8, 2000, the Company entered into an agreement to settle a lawsuit regarding certain patent
rights, the terms of which include, among other things, total payments of $5.0 million consisting of $200,000 due
on the agreement date, quarterly payments of $100,000 through July 30, 2001, and minimum quarterly payments
of $125,000 commencing on January 30, 2002. The Company also issued a warrant to purchase 212,796 shares
of Series F preferred stock at an exercise price of $10.00 per share in connection with this settlement. During the
year ended December 31, 1999, SiRF recorded litigation settlement expense of approximately $5.7 million,
which consisted of the $5.0 million in cash payments and $717,000 for the estimated deemed fair value of the
warrant to be issued. During the year ended December 31, 2000, SiRF recognized an additional $638,000 of
expense for the estimated increase in the deemed fair value of the warrant when the warrant was issued and
earned. The litigation settlement agreement allows for a reduction in the $5.0 million cash obligation of the
litigation settlement upon the occurrence of certain events, the first of which was the Company’s initial public
offering. However, the settlement agreement provides that the combination of litigation obligation cash payments
and net proceeds from the exercise and sale of the 212,796 shares subject to the warrant received as part of the
settlement agreement must be at least $9.0 million.

The Company established a short-term revolving line of credit under which it may borrow up to $4.0 million,
including $2.5 million in the form of letters of credit, with an interest rate equal to the greater of (i) 1% percentage
point above the prime rate (5.25% as of December 31, 2004) or (ii) 5.25%. The line of credit is available through
March 2006 and is secured by substantially all of SiRF’s assets. There were no borrowings under the line of credit
as of December 31, 2004 or 2003. As of December 31, 2003, the Company had a $2.0 million standby letter of
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credit that was collateralized by its short-term revolving line of credit. There were no letters of credit collateralized
by the line of credit as of December 31, 2004. As of December 31, 2004, the Company was in compliance with all
financial and non-financial covenants, including borrowing base requirements.

Note 12. Convertible Preferred Stock and Stockholders’ Equity (Deficit)
Preferred Stock

In April 2004, the board of directors approved an amendment to the Company’s articles of incorporation to
authorize 5,000,000 shares of undesignated preferred stock, for which the board of directors is authorized to fix
the designation, powers, preferences and rights.

The Company had authorized 35,000,000 shares of preferred stock as of December 31, 2003. The net
proceeds from the issuance of the preferred stock, including fair value of warrants issued and deemed dividends
on beneficial conversion features (net of issuance costs), and the designated, issued and outstanding shares and
liquidation values of the preferred stock were as follows:

Net Shares Isssx?ez:irgsnd Liquidation

Series Proceeds Designated Outstanding Value

(In thousands, except for number of shares)

A $ 354 2,666,666 2,666,666 $ 600
- 3,978 5,000,000 5,000,000 4,000
C o e e 7,996 2,017,500 2,006,730 8,027
Do e 10,621 1,852,851 1,691,847 10,151
E o 25,258 4,197,983 4,010,793 24,666
F o 13,356 3,318,837 1,200,000 12,000
G.......... e 46,034 7,700,000 6,704,483 67,045
Hoo 30,616 5,704,782 4,603,742 29,924
Total ... ... . $138,213 32,458,619 27,884,261 $156,413

Significant terms of the preferred stock were as follows:

¢ Each share was convertible into one share of common stock (subject to adjustments for triggering events
or events of dilution) at the option of the holder, except as described below. Conversion was automatic
in the event of an underwritten public offering of SiRF’s common stock, at no less than $10 per share,
that resulted in aggregate proceeds to the Company and/or any selling stockholders in excess of
$15,000,000. During 2001, a triggering event occurred resulting in an adjustment to the conversion ratio
of Series F and G preferred stock. As a result of the event, an additional 27,628 common shares became
issuable upon conversion of the outstanding Series F preferred stock and 1,061,272 common shares
became issuable upon conversion of the outstanding Series G preferred stock. The additional shares
attributed to the Series G preferred stock created a beneficial conversion feature with the intrinsic value
of additional issuable common shares being recorded as a component of the Conexant acquisition
purchase price (Note 3).

* In 2002, as a result of issuances of Series H preferred stock, an event of dilution occurred resulting in an
additional 6,939 common shares for Series F and 30,150 common shares for Series G becoming issuable
upon conversion of the outstanding preferred stock. In 2003, as a result of issuances of Series H
preferred stock, another event of dilution occurred resulting in an additional 16,734 common shares for
Series F and 73,200 common shares for Series G becoming issuable upon conversion of the outstanding
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preferred stock. The adjustments to the Series F and G preferred stock conversion ratios as a result of
the anti-dilution provisions resulted in beneficial conversion features recorded as deemed dividends.

*  Each share had voting rights equal to the number of shares of common stock into which it may convert.

* In the event of liquidation or merger, preferred stockholders would first receive $0.225 per share for
Series A, $0.80 per share for Series B, $4.00 per share for Series C, $6.00 per share for Series D, $6.15
per share for Series E, $10.00 per share for Series F, $10.00 per share for Series G and $6.50 per share
for Series H, plus any declared and unpaid dividends; after such distribution, any remaining amounts
were to be distributed pro rata among the common and preferred stockholders on an as-converted basis.
In addition, in the event of a merger or other form of corporate reorganization in which the existing
stockholders were not the majority stockholders of the surviving corporation, or upon sale of
substantially all of the Company’s assets, the preferred stockholders were entitled to receive at the
closing, cash, securities or other property in settlement of these liquidation amounts, as further defined
in the agreements.

*  Annual per share noncumulative dividends of $0.03 on Series A, $0.08 on Series B, $0.40 on Series C,
$0.60 on Series D, $0.615 on Series E, $1.00 on Series F, $1.00 on Series G and $0.65 on Series H,
when and if declared, were required to be paid prior to any common stock dividends.

* The Series B and C preferred stockholders, each voting separately as a class, had the right to elect two
members each to the Board of Directors. The Series A and G preferred stockholders, each voting
separately as a class, had the right to elect one member to the Board of Directors. The Company has
eight members in its Board of Directors.

Effective upon the closing of the Company’s initial public offering on April 22, 2004, all outstanding shares of
Series A, Series B, Series C, Series D, Series E, Series F, Series G and Series H preferred stock were
automatically converted into a total of 29,100,184 shares of common stock.

Warrant Arrangements

In connection with certain transactions, SiRF issued warrants to third parties for the purchase of convertible
preferred stock. In connection with the Company’s initial public offering on April 22, 2004, the warrants
discussed in the following paragraphs to purchase preferred stock were automatically converted to purchase
shares of common stock.

In March 2003, the Company issued warrants to purchase 4,782 shares of Series H preferred stock at $11.50
per share to equipment financers in connection with the Enuvis acquisition described in Note 3. These warrants
expire in 2008. The estimated fair value of the warrants was determined at the date of issuance using the
following assumptions: risk free interest rate of 3.0%, volatility of 70%, contractual life of 5.5 years, and
dividend yield of zero. The fair value of the warrants was insignificant. As of December 31, 2004, no warrants
were exercised and warrants to purchase 4,782 shares of common stock remained outstanding. Also in March
2003 in connection with the Enuvis acquisition, the Company issued fully vested warrants to purchase 127,582
shares of Series H preferred stock at $1.63 per share to former employees and non-employees of Enuvis. These
warrants expire in 2013. The estimated fair value of the warrants was determined at the date of grant using the
following assumptions: risk free interest rate of 3.9%, volatility of 70%, contractual life of ten years, and
dividend yield of zero. The fair value of the warrants was $752,202 and was included in the Enuvis purchase
price consideration. As of December 31, 2004, warrants to purchase 45,355 shares were exercised and warrants
to purchase 78,753 shares of common stock remained outstanding.

In 2002, the Company issued warrants to purchase 63,246 shares of Series H preferred stock at $6.50 per
share to investors in the Series H round of financing. These warrants expire in 2007. The estimated fair value of
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the warrants was $252,000, determined at the date of grant using the following assumptions: risk free interest rate
of 4.4%, volatility of 70%, contractual life of five years, and dividend yield of zero. SiRF did not record the fair
value of these warrants as a deemed dividend as the Company believed events which would trigger repayment of
the liquidation preference of the underlying Series H preferred stock were not probable due to the financial
position of SiRF, the long-term commitment of the Company’s investors, and the likelihood of conversion upon
an initial public offering. As of December 31, 2004, warrants to purchase 350 shares were exercised and warrants
to purchase 62,896 shares of common stock remained outstanding.

In 2001, the Company issued warrants to purchase 239,526 shares of Series H preferred stock at $6.50 per
share to investors in the Series H round of financing. These warrants expire in 2006. The estimated fair value of
the warrants was $939,000, determined at the date of grant using the following assumptions: risk free interest rate
of 3.5%, volatility of 70%, contractual life of five years, and dividend yield of zero. The Company did not record
the fair value of these warrants as a deemed dividend as it believed events which would trigger repayment of the
liquidation preference of the underlying Series H preferred stock were not probable due to the financial position
of SiRF, the long-term commitment of the Company’s investors, and the likelihood of conversion upon an initial
public offering. As of December 31, 2004, warrants to purchase 65,382 shares were exercised and warrants to
purchase 174,144 shares of common stock remained outstanding.

In September 2000, in connection with a settlement agreement described in Note 11, SiRF granted a warrant
to purchase 212,796 shares of Series F preferred stock at an exercise price of $10.00 per share. In connection
with the events of dilution in 2001, 2002, and 2003, an additional 9,097 shares of common stock will be issued
upon exercise and conversion of this warrant. This warrant expires five years after the closing date of SiRF’s
initial public offering. The estimated fair value of this warrant was $1,355,000, determined at the date of grant
using the following assumptions: risk free interest rate of 6.1%, volatility of 60%, contractual life of five years,
and dividend yield of zero. The fair value of the warrant was recorded as a litigation expense in 2000 and 1999.
As of December 31, 2004, warrants to purchase 221,893 shares of common stock remained outstanding.

In 1999, the Company issued warrants to purchase 187,190 shares of Series E preferred stock at $6.15 per
share to investors in the Series E round of financing. These warrants expire in 2004. The estimated fair value of
these warrants was $656,000, determined at the date of grant using the following assumptions: risk free interest
rate of 5.7%, volatility of 60%, contractual life of five years, and dividend yield of zero. The fair value of the
warrants was recorded as a deemed dividend to Series E preferred stockholders. As of December 31, 2004,
warrants to purchase 186,290 shares were exercised and the remaining warrants to purchase Series E preferred
stock expired in 2004.

In 1998, the Company issued warrants to purchase 164,850 shares of Series D preferred stock at $6.00 per
share to investors in the Series D round of financing. The estimated fair value of these warrants was $561,000,
determined at the date of grant using the following assumptions: risk free interest rate of 5.7%, volatility of 60%,
contractual life of five years, and dividend yield of zero. The fair value of the warrants was recorded as a deemed
dividend to Series D preferred stockholders. During 2003, 3,846 shares of Series D preferred stock were issued
upon the net exercise of warrants. The remaining warrants to purchase Series D preferred stock expired in 2003.

In connection with certain lease transactions in 1998, the Company issued warrants to purchase 17,500
shares of Series C preferred stock at $4.00 per share. The estimated fair value of these warrants was $27,000,
determined at the date of grant using the following assumptions: risk free interest rate of 5.6%, volatility of 50%,
contractual life of five years, and dividend yield of zero. The fair value of the warrants was recorded as an
expense upon issuance. During 2003, 6,730 shares of Series C preferred stock were issued upon the net exercise
of warrants. The remaining warrants to purchase Series C preferred stock expired in 2003.
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Stock Option and Employee Stock Purchase Plans
1995 Stock Plan

In March 1995, SiRF adopted the 1995 Stock Plan (the “1995 Plan”) to provide incentive and non-statutory
stock options to purchase shares of common stock to employees and independent contractors. Under the 1995
Plan, the exercise price for incentive stock options is at least 100% of the stock’s fair market value on the date of
grant for employees owning 10% or less of the voting power of all classes of stock, and at least 110% of the fair
market value on the date of grant for employees owning more than 10% of the voting power of all classes of
stock. For non-statutory stock options, the exercise price is at least 110% of the fair market value on the date of
grant for employees owning more than 10% of the voting power of all classes of stock and no less than 85% for
employees owning 10% or less of the voting power of all classes of stock. The 1995 Plan was terminated upon
the compietion of SiRF’s initial public offering in April 2004. No shares of the Company’s common stock
remain available for issuance under the 1995 Plan other than for satisfying exercises of stock options granted
under this plan prior to its termination. As of December 31, 2004, no shares of common stock have been reserved
for issuance under the 1995 Plan and options to purchase a total of 4,320,237 shares of common stock were
outstanding.

Options generally vest over a period of four years, generally become exercisable beginning six months from
the date of employment or grant and expire ten years from the date of grant. Unvested common stock issued to
employees, directors and consultants under stock purchase agreements is subject to repurchase at the Company’s
option upon termination of employment or services at the original purchase price. This right to repurchase
expires ratably over the vesting period.

2004 Stock Incentive Plan

In March 2004, SiRF adopted the 2004 Stock Incentive Plan (the “2004 Plan”) and on April 22, 2004, the
remaining 19,558 stock options not granted under the 1995 Plan were cancelled. Under the 2004 Plan, 5,000,000
shares of common stock were reserved for issuance upon the completion of the Company’s initial public
offering. On January 1 of each year, starting in 2005, the aggregate number of shares reserved for issuance under
the 2004 Plan increase automatically by the lesser of (i) 5,000,000 shares, (ii) 5% of the total number of shares of
common stock outstanding at that time, or (iii) a number of shares determined by the Board of Directors.
Forfeited options or awards generally become available for future awards. Under the 2004 Plan, the exercise
price for incentive stock options is at least 100% of the stock’s fair market value on the date of grant for
employees owning 10% or less of the voting power of all classes of stock, and generally not available to
employees owning more than 10% of the voting power of all classes of common stock. For non-statutory stock
options, the exercise price is no less than 85% of the stock’s fair market value on the date of grant.

Under the 2004 Plan, options generally expire in ten years. However, the term of the options may be limited
to five years if the optionee owns stock representing more than 10% of the voting power of all classes of stock.
Vesting periods are determined by the Company’s Board of Directors and generally provide for shares to vest
ratably over a four-year period. As of December 31, 2004, 2,057,902 options to purchase common stock were
outstanding and 2,942,098 options were available for issuance under the 2004 Plan.

2004 Employee Stock Purchase Plan

In March 2004, SiRF adopted the 2004 Employee Stock Purchase Plan (the “Purchase Plan”). Under the
Purchase Plan, 1,000,000 shares were reserved for issuance upon the Company’s completion of the initial public
offering. On January 1 of each year, starting in 2005, the number of shares reserved for issuance automatically
increase by the lesser of (i) 750,000 shares, (i1} 1.5% of issued and outstanding shares of common stock on the
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last day of the immediately preceding fiscal year, or (iii) a number of shares determined by the Board of
Directors. Eligible employees are allowed to have salary withholdings of up to 15% of cash compensation to
purchase shares of common stock at a price equal to 85% of the lower of the fair market value of the stock on the
first trading day of the offering period or the fair market value on the purchase date. The initial offering period
commenced on April 22, 2004, the effective date for the initial public offering of SiRF’s common stock. The
Company issued 92,608 shares of common stock under the Purchase Plan in the year ended December 31, 2004
at a weighted-average purchase price of $9.56 per share.

A summary of the activity under the 1995 Plan and the 2004 Plan is as follows:

Years ended December 31,

2004 2003 2002

Weighted- Weighted- Weighted

Average Average Average

Exercise Exercise Exercise
Shares Price Shares Price Shares Price

Options outstanding - beginning of

VEAT ottt e 8,221,199 § 3.72 6,208,436 $3.24 6,720,607 $3.15
Granted ..................... 2,579,627 12.21 4,151,150 4.07 693,310 4.00
Exercised .................... (1,131,335) 390 (1,003,873) 2.36 (79,797) 1.78
Canceled .................... (499,653) 583  (1,134,514) 3.58 (1,125,684) 3.30
Options outstanding - end of year ... .. 9,169,838 3.97 8,221,199 3.72 6,208,436 3.24
Options exercisable - end of year .. ... 4,969,546 $ 3.59 4,759,414 $3.40 4,284,312  $2.73

Outstanding Stock Options

The following table summarizes information about options granted and outstanding under the 2004 Plan and
1995 Plan at December 31, 2004

Options Outstanding Options Exercisable
Weighted
Average
Remaining  Weighted Weighted
Contractual  Average Average
Range of Number Life (in Exercise Number Exercise
Exercise Prices Outstanding years) Price Exercisable Price
$008—8$200....... i 1,039,709 4.54 $ 155 1,039,709 §$ 1.55
$225—85 350 .. ... 524,190 5.70 $ 253 524,190 § 2.53
$400—8$400 ... ... 4,614,090 8.14 $ 400 2913529 § 4.00
$550—81045 ... 963,447 7.81 $ 792 487,077 $ 6.52
$1092 — 81100 . ... ..o 58,750 9.37 $10.97 5,041 $11.00
$1240— 81519 ... 1,969,652 9.88 $12.73 — —
$008—81519 ... .. 9,169,838 7.94 $ 597 4969,546 $ 3.59

Deferred Stock Compensation Expense

In connection with options granted to employees to purchase common stock, the Company recorded
deferred stock compensation of approximately $27,000 and $10.1 million for the years ended December 31, 2004
and 2003, respectively. Such amounts represent, for employee stock options, the difference between the exercise
price and the deemed fair market value of SiRF’s common stock at the date of grant. No deferred stock
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compensation was recorded in 2002 as the options were granted with an exercise price equal to the deemed fair
value. The deferred charges for employee options are amortized to expense over the vesting period, using a
multiple option valuation approach, on an accelerated basis in accordance with FIN No. 28. The Company
reversed previously recorded deferred stock compensation expense of $116,000, $825,000 and $2,338,000 in
2004, 2003 and 2002, respectively, in connection with the termination of the related employees. Net stock
compensation expense was $6,020,000, $2,951,000 and $3,772,000 in 2004, 2003 and 2002, respectively. Except
for amounts included in cost of product revenue, SiRF reports amortization of deferred stock-based
compensation as a separate line item in the accompanying consolidated statements of operations.

Options Granted to Non-employees

The Company granted options to non-employees for consulting services performed. The initial vesting
period for these options ranged from immediate vesting to vesting over four years and the option exercise period
is ten years. Stock options issued to non-employees are accounted for in accordance with the provisions of SFAS
No. 123 and EITF No. 96-18 and are recorded as the shares underlying the options are earned. The unvested
shares underlying the options are subject to periodic revaluation over the remaining vesting period.

The Company recorded stock compensation expense of $259,000, $65,000 and $43,000 in fiscal 2004, 2003
and 2002, respectively, in connection with options granted to non-employees. The fair value of stock options
issued to non-employees was calculated using a weighted average risk-free interest rate of 4.11%, 4.25% and
5.09% in 2004, 2003 and 2002, respectively, expected volatility of 70% and the contractual term of the option. In
2004, SiRF granted options to purchase 83,000 shares of common stock to non-employees at exercise prices of
$10.45 and $12.51 per share. In 2003, SiRF granted options to purchase 12,000 shares of common stock to non-
employees at an exercise price of $4.00 per share. In 2002, SiRF granted options to purchase 960 shares of
common stock to non-employees at an exercise price of $4.00 per share.

Common Shares Reserved for Issuance

At December 31, 2004, the Company had reserved shares of common stock for issuance as follows:

Exercise of outstanding stock options . .. ....... ... 9,169,838
Employee stock purchase plan .............. ... i, 907,392
Shares of common stock available forgrant ................. ... ... .. .. 2,942,098
Warrants to purchase common stock ........ ... ... ... . .. ool 542,468
TOtal . e e e 13,561,796

Commeon Stock Subject io Repurchase

SiRF permits certain employees to exercise their unvested options covered by their option agreements and
has the right to repurchase the unvested shares from the employee at the original sale price. At December 31,
2003, 90,772 shares of common stock were subject to a repurchase right at a weighted average price of $3.85; at
December 31, 2002, 9,151 shares of common stock were subject to a repurchase right at a weighted average price
of $1.37. No shares of common stock were subject to a repurchase right at December 31, 2004.

Common Shares Granted to Non-employees

On October 16, 2003, the Company issued 73,750 shares of common stock to Conexant for consulting
services rendered in 2003 and 2002. The shares were valued between $4.00 and $4.85 per share. SiRF recorded
consulting expenses of $286,000 and $30,000 in 2003 and 2002, respectively, in connection with this issuance.

68




SiRF Technology Holdings, Inc.
NOTES TQO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Note 13. Income Taxes
The (benefit from) provision for income taxes consisted of the following:

December 31,
2004 2003 2002
(In thousands)

Current:
Federal .. ... .. $ 411 $242  $—
State . 10 2 —
FOTEIGN ..ot 294 — —
TOtal Lt e 715 244 —
Deferred:
Federal ... . . . . . e (11,191) — —
R 721 (3,014) — —_
Y $(14,205) — —
(Benefit from) provision for income taxes ............. ... ... .. $(13,490) $244 $—

The (benefit from) provision for income taxes differs from the expected tax (benefit) expense computed by
applying the statutory federal income tax rates to income (loss) before taxes as follows:

December 31,
2004 2003 2002

(In thousands)
Federal tax at STAtutory Tate . . ... vvv et e e e e ie e een $ 5,868 $1,386 $4,377)
State taxes, net of federal benefit . ....... ... ... ... L 6 2 2
Non-deductible €Xpenses . ... ...t 19 18 13
Impact of qualified stock compensation ....................... ... {681) 980 1,307
Net operating losses not benefited ............... ... . ... ........ — — 3,055
Benefit from releasing valuation allowance on net deferred tax assets . . . (14,205)
Benefit of operating loss carryforwards . ....... ... ... ... ... ... 4,497) (2,142) —
Total provision for inCOMe taxes . .........ootirinnunnnennneen.n $(13,490) § 244 § —

Deferred income taxes reflect the net tax effect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting and the amount used for income tax purposes. Significant components
of our deferred tax assets for federal and state income taxes are as follows:

December 31,
2004 2003
(In thousands)
Deferred tax assets:
Net operating loss carryforward .. ........ ... ... . o i $ 9965 $17,798
Research and developmentcredits ........... oo i 2,514 1,626
Capitalized research and development . . ...... ... ... ... ... ... .. 1,654 1,936
Non-qualified stock option expense ... ... 3,314 —
OHher, ML L .t e e e e 2,494 1,322

Total deferred tax assets
Deferred tax liabilities:

............................................ 19,941 22,682

Purchased intangibles . .. . ... . . (5,736) (7,589)
Subtotal ... e 14,205 15.093
Valuation allowancCe . . .. ..o vt — (15,093)

Net deferred tax asseLS . ... ot ittt it e e et e $14205 $§ —
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As of December 31, 2004, management reassessed the valuation allowance previously established against
the net deferred tax assets. Based on the Company’s earnings history and projected future taxable income,
management determined that it is more likely than not that the deferred tax assets will be realized. Accordingly,
the Company released the valuation allowance of $14.2 million from its deferred tax assets resulting in a
corresponding income tax benefit. The net valuation allowance decreased by approximately $6.1 million in the
year ended December 31, 2003 and increased approximately $3.3 million in the year ended December 31, 2002.

As of December 31, 2004, SiRF had federal and state net operating loss carryforwards of approximately
$28.0 million and $9.0 million, respectively, federal research and development tax credits of approximately $1.6
million and California research and development credits of approximately $1.3 million. The federal and state net
operating loss and credit carryforwards expire at various dates from 2010 through 2024, if not utilized.

The Company performed an analysis of its net operating loss carryforwards and credit carryforwards
pursuant to Sections 382 and 383 of the Internal Revenue Code of 1986, as amended (the “Code”). Due in part to
equity financings, the Company experienced “ownership changes” as defined in Section 382 of the Code.
Accordingly, the use of the net operating loss carryforwards and credit carryforwards is partially limited by the
annual limitations described in Sections 382 and 383. To the extent that any single-year loss or credit is not
utilized to the full amount of such limitations, such unused loss or credit is carried over to subsequent years until
the earlier of its utilization or the expiration of the relevant carryforward period. Such annual limitations pursuant
to Sections 382 and 383 of the Code could result in the expiration of net operating loss carryforwards and/or
credit carryforwards before utilization.

Note 14. Employee Benefit Plan

The Company has a 401(k) profit-sharing plan (the “Plan”) covering substantially all employees. The Plan is
a Group Annuity Contract in accordance with Section 401 of the Internal Revenue Code. SiRF made no
contributions to the Plan in any period.

Note 15. Related Party Transactions

Certain customers and/or suppliers of the Company, who are also common stockholders and/or have a
common board member, are considered as related parties.

In connection with the purchase of the GPS semiconductor product line of Conexant in September 2001, the
Company entered into an agreement with Conexant, a significant stockholder of SiRF as of December 31, 2004
and 2003, to manufacture certain GPS semiconductors. Under this agreement, the Company purchased products
for approximately $49,000 and $2.6 million during the years ended December 31, 2004 and 2003, respectively.
As of December 31, 2004 and 2003, SiRF had an immaterial amount of irade payables to Conexant. This
agreement expired in March 2003.

Also in connection with the purchase of the GPS semiconductor product line of Conexant, the Company
entered into an agreement to provide GPS semiconductors to Conexant’s GPS module business. For the year
ended December 31, 2002, SiRF sold approximately $1.1 million of product to Conexant. The Company had no
sales of this type in the years ended December 31, 2004 and 2003. During 2002, the prices of product sold to
Conexant approximated the price of products sold to third party customers. As of December 31, 2004 and 2003,
the Company had no accounts receivable from Conexant as this agreement expired in March 2003.

In anticipation of the termination of the Conexant manufacturing agreement, the Company entered into an
agreement with Skyworks Solutions, Inc. (“Skyworks”) to manufacture some of its chip set products. One of
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SiRF’s board members, Moiz Beguwala, is also a board member of Skyworks. In the year ended December 31,
2004, SiRF purchased $3.8 million of product from Skyworks, had $563,000 of trade payables to Skyworks and
non-cancelable purchase orders of $299,000. In the year ended December 31, 2003, the Company purchased
$3.8 million of product from Skyworks, had $782,000 of trade payables to Skyworks and non-cancelable
purchase orders of approximately $260,000.

Note 16. Commitments and Contingencies

SiRF may be subject to claims, legal actions and complaints, including patent infringement, arising in the
normal course of business. The likelihood and ultimate outcome of such an occurrence is not presently
determinable; however there can be no assurance that SiRF will not become involved in protracted litigation
regarding alleged infringement of third party intellectual property rights or litigation to assert and protect the
Company’s patents or other intellectual property rights. Any litigation relating to patent infringement or other
intellectual property matters could result in substantial cost and diversion of SiRF’s resources that could
materially and adversely affect the Company’s business and operating resuits.

Leases

The Company leases facilities and certain equipment under operating lease agreements, which require
payment of property taxes, insurance and normal maintenance costs. SiRF also has capital lease agreements,
some of which contain purchase options. Future minimum rental payments required under capital and operating
leases and the present value of annual minimum lease payments under capital leases are as follows:

Capital Operating
Leases Leases

(In thousands)

Year Ending December 31,

200 e $ 25 $2.889
2006 . 14 1,589
2007 . o — 385
2008 L — 373
2000 L e — 286
Thereafter .......... .. . . — —

Future minimum lease payments . .............c..oouieernennnn.. 39 $5,522

Less amount representing interest . . ... ........ ..., 3

Present value of minimum lease payments . ...................... $ 36

Rent expense was $1,167,000, $1,071,000 and $1,181,000 in 2004, 2003 and 2002, respectively.
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Note 17. Selected Quarterly Financial Data (Unaudited)

The selected unaudited quarterly financial data are as follows:

Quarter Ended
Mar. 31, June30, Sept.30, Dec.31, Mar.31, June30, Sept.30, Dec. 31,
2003 2003 2003 2003 2004 2004 2004 2004
(unaudited)
(in thousands except per share data)
Netrevenue ................. $11,285 $13,738 $21,854 $26,270 $28,358 $30,450 $31,024 §$ 27,536
Costofrevenue .............. 5380 6,268 9,963 11,489 12,099 13,490 13,586 11,956
Gross profit ............. 5,905 7470 11,891 14,781 16,259 16,960 17,438 15,580
Operating expenses:
Research and development ... 3,042 3,638 3,911 4866 5,111 5,322 5,632 6,210
Sales and marketing ......... 2,189 2,094 2,304 2,807 2,645 2,517 2,645 2,674
General and administrative . .. 983 1,056 1,157 1,156 1,360 1,937 2,006 2,399
Amortization of acquisition-
related intangibles ........ 613 1,158 1,158 1,159 1,158 1,158 1,158 1,158
Amortization of deferred stock
compensation . ........... 171 488 501 1,882 1,734 1,401 1,233 961
Total operating expenses ... 6998 8434 9,031 11,870 12,008 12,335 12,677 13,402
Operating income (loss) ........ (1,093) (964) 2,860 2911 4,251 4,625 4,761 2,178
Other income (expense), net .. .. 22 43 4) 34 27 208 484 699
Net income (loss) before income
tAXES & o (1,071 921) 2,856 2,945 4,278 4,833 5,245 2,877
Provision for income taxes ..... (66) 57 176 191 214 242 273 (14,219)
Net income (1088) . ............ $(1,005)$ (864)$ 2,680 $ 2,754 $ 4,064 $ 4,591 $ 4,972 $ 17,096
Deemed dividend to preferred
stockholders ............... 468 — — — — — — —_

$(1,473)$ (864)$ 2,680 $ 2,754 $ 4,064 $ 4,591 $ 4,972 $ 17,096

Basic net income (loss) per
common share ............. $ 022)%$ (0.13)$ 039 $ 039 $ 053 $ 012 $ 011 $ 037

Diluted net income (loss) per
commonshare ............. $ (022)$ (0.13)$ 007 $ 007 $ 010 $ 009 $ 010 $ 0.33

Weighted average number of
common shares used to
compute basic net income
(loss) per common share .. ... 6,681 6,735 6,829 7,047 7,726 36,764 45640 46,429

Weighted average number of
common shares used to
compute diluted net income
(loss) per common share .. ... 6,681 6,735 38,103 39,904 41,500 49,427 50,846 51,583
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Item 9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures

Evaluation of disclosure controls and procedures. We maintain “disclosure controls and procedures,” as
such term is defined in Rule 13a-15(e) under the Securities Exchange Act of 1934 (the “Exchange Act™), that are
designed to ensure that information required to be disclosed by us in reports that we file or submit under the
Exchange Act is recorded, processed, summarized, and reported within the time periods specified in Securities
and Exchange Commission rules and forms, and that such information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely
decisions regarding required disclosure. In designing and evaluating our disclosure controls and procedures,
management recognized that disclosure controls and procedures, no matter how well conceived and operated, can
provide only reasonable, not absolute, assurance that the objectives of the disclosure controls and procedures are
met. Additionally, in designing disclosure controls and procedures, our management necessarily was required to
apply its judgment in evaluating the cost-benefit relationship of possible disclosure controls and procedures. The
design of any disclosure controls and procedures also is based in part upon certain assumptions about the
likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated
goals under all potential future conditions.

Based on their evaluation as of the end of the period covered by this annual report on Form 10-K, our Chief
Executive Officer and Chief Financial Officer have concluded that, subject to the limitations noted above, our
disclosure controls and procedures were effective to ensure that material information relating to us, including our
consolidated subsidiaries, is made known to them by others within those entities, particularly during the period in
which this annual report on Form 10-K was being prepared.

(b) Changes in internal control over financial reporting. There was no change in our internal control over
financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) identified in connection with
management’s evaluation during our last fiscal quarter that has materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.

After the completion of our fourth fiscal guarter and in connection with the audit of our consolidated
financial statements for the year ended December 31, 2004 by our independent registered public accounting firm,
Ernst & Young LLP, E&Y informed members of our senior management and our Audit Committee of our Board
of Directors that it considered our procedures for assessing and accounting for certain deferred tax assets to be a
“significant deficiency” constituting a “material weakness™ in our internal controls under standards established
by the Public Company Accounting Oversight Board. Accounting for deferred tax assets is a critical accounting
policy that requires our management to make various judgments. It is important to note that any error in
calculating our benefit from income taxes was discovered and corrected in advance of the release of our
December 31, 2004 financial results. To remediate this error, we have dismissed our previous third party tax
advisor and have hired PricewaterhouseCoopers LLP to assist in the review and preparation of our provision for
income taxes, including the accounting for deferred tax assets. We will continue to evaluate and monitor our
efforts to remediate this error and will take all appropriate action when and as necessary to ensure we have
effective internal controls over financial reporting.

Item 9B. Other Information
Not Applicable.
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PART HI

Item 10. Directors and Executive Officers of the Registrant

The information required by this Item 10 regarding our directors is incorporated by reference to the
information contained in the section captioned “Election of Directors” in the Company’s definitive proxy
statement for its 2005 annual meeting of stockholders that will be filed within 120 days of its fiscal year ended
December 31, 2004 (the “Proxy Statement”).

The information required by this Item 10 regarding executive officers is incorporated by reference from the
information contained in the section captioned “Executive Officers” included in Part I of this report on Form
10-K.

The information required by this Item 10 regarding our audit committee and audit committee financial
expert is incorporated by reference from the information contained in the Proxy Statement.

The information required by this Item 10 regarding Section 16(a) Beneficial Ownership Reporting
Compliance is incorporated by reference from the information contained in the section captioned “Section 16(a)
Beneficial Ownership Reporting Compliance” in the Proxy Statement.

We have adopted the SiRF Technology Holdings, Inc. Code of Ethics and Business Conduct for Employees,
Officers and Directors (the “code of ethics”). The code of ethics applies to our Chief Executive Officer, Chief
Financial Officer, Corporate Controller and all other SiRF employees and is publicly available on our website at
www.sirf.com. If we make any amendments to the code of ethics or grant any waiver, including any implicit
waiver, from a provision of the code to our Chief Executive Officer, Chief Financial Officer or Corporate
Controller that requires disclosure under applicable SEC rules, we intend to disclose the nature of such
amendment or waiver on our website.

Item 11. Executive Compensation

The information required by this Item 11 is incorporated by reference from the sections captioned
“Executive Compensation” and “Compensation Committee Interlocks and Insider Participation” in the Proxy
Statement. The information required by this Item 11 regarding compensation of directors is incorporated by
reference from the information contained in the section captioned “Director Compensation” in the Proxy
Statement.
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this Item 12 is incorporated by reference from the information contained in the
section captioned “Security Ownership of Certain Beneficial Owners and Management” in the Proxy Statement.

The following table sets forth information as of December 31, 2004 with respect to shares of our common
stock that may be issued under our existing equity compensation plans, including our 1995 Stock Option Plan,
2004 Stock Incentive Plan and 2004 Employee Stock Purchase Plan.

C
A Number of Securities
Number of Securities B Remaining for Future
to be Issued upon Weighted Average Issuance Under Equity
Exercise of Exercise Price of Compensation Plans
Outstanding Options, Outstanding Options,  (Excluding Securities
Plan Category Warrants and Rights  Warrants and Rights  Reflected in Column A)
Equity compensation plans approved by
stockholders ................. ... ... ..., 9,169,838 $5.97 3,849,4901).2)
Equity compensation plans not approved by
stockholders ........................... — — —
Total ... o 9,169,838 $5.97 3,849,490

(1) Includes the number of shares reserved for issuance under the Company’s 2004 Stock Incentive Plan. The
number of shares reserved for issuance under the Company’s 2004 Stock Incentive Plan will be increased on
the first day of each of the Company’s fiscal years from 2005 to 2014 by the lesser of 5,000,000 shares, 5%
of the outstanding shares of the Company’s common stock on that date or a lesser amount determined by the
Company’s Board of Directors. Stock options, restricted stock, restricted stock units or stock appreciation
rights may be awarded under the 2004 Stock Incentive Plan.

(2) Includes 907,392 shares available for sale pursuant to the Company’s 2004 Employee Stock Purchase Plan.
Shares of common stock will be purchased at a price equal to 85% of the fair market value per share of
common stock on either the first day preceding the offering period or the last date of the offering period,
whichever is less. The number of shares reserved for issuance will be increased on the first day of each
fiscal year, commencing in 2005, by the lesser of 750,000 shares, 1.5% of the outstanding common stock on
that date, or such lesser number of shares as is determined by the Board of Directors.

Item 13. Certain Relationships and Related Transactions

The information required by this Item 13 is incorporated by reference from the information contained in the
sections captioned “Certain Relationships and Related Transactions” and “Audit Committee Pre-Approval
Policies and Procedures” in the Proxy Statement.

Item 14. Principal Accounting Fees and Services

The information required by this Item 14 is incorporated by reference from the information contained in the
section captioned “Principal Accounting Fees and Services” in the proxy statement.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) The following documents are filed as part of this Annual Report:

1. Consolidated Financial Statements:

Page
Report of Independent Registered Public Accounting Firm ............... e 42
Consolidated Balance Sheets as of December 31,2004 and 2003 . .................... 43
Consolidated Statements of Operations for the years ended December 31, 2004, 2003 and
2002 L e e 44
Consolidated Statements of Convertible Preferred Stock and Stockholders’ Equity
(Deficit) for the Years Ended December 31, 2004, 2003 and 2002 .................. 45
Consolidated Statements of Cash Flows for the Years Ended December 31, 2004, 2003
and 2002 .. 47
Notes to Consolidated Financial Statements . ...............c.ciitinriirenrennnn.. 48
2. Financial Statements Schedule:
VALUATION AND QUALIFYING ACCOUNTS
For the Years Ended December 31, 2004, 2003 and 2002
(in thousands)
Balance at Balance at
Beginning End of

of Period Additions Deductions Period

Accounts receivable allowance:

Year ended December 31,2004 .. ......... ... ... ..... $329 $148 $(251) $226
Year ended December 31,2003 .. ........ ... ............ $462 $144 $(277) $329
Year ended December 31,2002 .. ........... ... ... ... $370 $642 $(550) $462
3. Exhibits

Exhibit

Number Exhibit

3.1 Restated Certificate of Incorporation. (incorporated by reference to Exhibit 3.(i)2 to the Company’s
Registration Statement on Form S-1 (File No. 333-112645))

3.3Gi)1 Amended and Restated Bylaws. (incorporated by reference to Exhibit 3.(ii)2 to Amendment No. 1 to
the Company’s Registration Statement on Form S-1 (File No. 333-112645))

4.1 Specimen Common Stock Certificate. (incorporated by reference to the same number to Amendment
No. 2 to the Company’s Registration Statement on Form S-1 (File No. 333-112645))

4.2 Amended and Restated Investors’ Rights Agreement, dated February 14, 2003. (incorporated by
reference to Exhibit 4.2 to the Company’s Registration Statement on Form S-1 (File No. 333-112645))

10.1 Form of Indemnification Agreement between the Registrant and its officers and directors.
(incorporated by reference to the same number to the Company’s Registration Statement on
Form S-1 (File No. 333-112645))

102 # 1995 Stock Incentive Plan and form of agreements thereunder. (incorporated by reference to the
same number to the Company’s Registration Statement on Form S-1 (File No. 333-112645))
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Exhibit
Number

Exhibit

103 #

104 #

10.5

10.6

10.7

10.8

10.9

10.10

211
231
24.1
311
312
321

2004 Stock Incentive Plan and form of agreements thereunder. (incorporated by reference to the
same number to Amendment No. 1 to the Company’s Registration Statement on Form S-1
(File No. 333-112645))

2004 Employee Stock Purchase Plan. (incorporated by reference to the same number to Amendment
No. 1 to the Company’s Registration Statement on Form S-1 (File No. 333-112645))

Lease, dated September 23, 1999, between the Registrant and San Jose Technology, LLC.
(incorporated by reference to the same number to the Company’s Registration Statement on Form
S-1 (File No. 333-112645))

Lease Abstract, dated March 7, 2002, between the Registrant and The Irvine Company and Office
Space Lease, dated February 5, 2002, between the Registrant and The Irvine Company. (incorporated

by reference to the same number to the Company’s Registration Statement on Form S-1
(File No. 333-112645))

Sublease, dated July 1, 2002, between the Registrant and Westinghouse Air Brake Technologies, Inc.
(incorporated by reference to the same number to the Company’s Registration Statement on Form
S-1 (File No. 333-112645))

Amended and Restated Loan and Security Agreement, dated March 23, 2003, between the Registrant
and Silicon Valley Bank and amendments thereto dated February 2, 2004 and March 15, 2004.
(incorporated by reference to the same number to Amendment No. 1 to the Company’s Registration
Statement on Form S-1 (File No. 333-112645))

Purchase and License Agreement, dated January 28, 2003, between the Registrant and Skyworks
Solutions, Inc. (incorporated by reference to the same number to the Company’s Registration
Statement on Form S-1 (File No. 333-112645))

Office Lease, dated May 23, 2003, between the Registrant and Kashiwa Fudosan America, Inc.
(incorporated by reference to the same number to Amendment No. 1 to the Company’s Registration
Statement on Form S-1 (File No. 333-112645))

List of Subsidiaries.

Consent of Independent Registered Public Accounting Firm.

Power of Attorney (see page 78 of this Form 10-K).

Certification of Michael P. Canning pursuant to Rule 13(a)-14(a)/15(d)-14(a).
Certification of Walter D. Amaral pursuant to Rule 13(a)-14(a)/15(d)-14(a).

Section 1350 Certification. (1

# Indicates management contract or compensatory plan or arrangement.

(1) The material contained in this Exhibit 32.1 is not deemed “filed” with the SEC and is not to be incorporated
by reference into any filing of the Company under the Securities Act of 1933 or the Securities Exchange Act
of 1934, whether made before or after the date hereof and irrespective of any general incorporation language
contained in such filing, except to the extent that the registrant specifically incorporates it by reference.

(b) Exhibits

The exhibits set forth in 3 above are filed or incorporated by reference as part of this report on Form 10-K.

(c) Financial Statement Schedules

The Valuation and Qualifying Accounts Schedule in 2 above is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: March 17, 2005

SiRF Technology Holdings, Inc.

By s/ MICHAEL L. CANNING

Michael L. Canning
President and Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Michael L. Canning and Walter D. Amaral, and each of them, his true and lawful attorney-in-fact,
each with full power of substitution, for him or her in any and all capacities, to sign any amendments to this
report on Form 10-K and to file the same, with exhibits thereto and other documents in connection therewith,
with the Securities and Exchange Commission, hereby ratifying and confirming all that each of said attorneys-in-
fact or their substitute or substitutes may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Name e Date
/S/  MIcHAEL L. CANNING President and Chief Executive Officer March 17, 2005
Michael L. Canning (Principal Executive Officer) and
Director
/S/  WALTER D. AMARAL Senior Vice President and Chief March 17, 2005
Welter D. Amarel Financial Officer (Principal

Financial and Accounting Officer)

/S/  KANWAR CHADHA Director March 17, 2005
Kanwar Chadha
/S/ D1ospapo P. BANATAO Chairman of the Board March 17, 2005

Diosdado P. Banatao

/S/ Moiz M. BEGUWALA Director March 17, 2005
Moiz M. Beguwala

/S/  STEPHEN C. SHERMAN Director March 17, 2005
Stephen C. Sherman

1S/ JAMES M. SMAHA Director March 17, 2005

James M. Smaha

/S/ Sam S. SRINIVASAN Director March 17, 2005

Sam S, Srinivasan
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Investor Information

Quarterly earnings releases, corporate news releases and certain Securities and Exchange Commission

filings are available by contacting SiRF Technology Holdings, Inc. Investor Relations. A copy of SiRF Technology
Holdings, Inc.’s Annual Report on Form 10-K, containing additional information of possible interest to stockholders
and filed with the Securities and Exchange Commission in March of each year, will be sent without charge

to any stockholder who requests it.

SiRF Technology Holdings, Inc. Investor Relations

Mr. Walter D. Amaral
Investor Relations

148 East Brokaw Road

San Jose, CA 95112
Telephone: (408) 392-8480
Email: ir@sirf.com
www.sirf.com

Transfer Agent

If you have questions concerning stock certificates, change of address,
consolidation of accounts, transfer of ownership, or other stock account matters,
please contact SiRF Technology Holdings, Inc.’s transfer agent:

The Bank of New York

101 Barclay Street - 11E
New York, NY 10286
Telephone: (800) 524-4458

Independent Registered Public Accounting Firm

Ernst & Young LLP
303 Almaden Boulevard
San Jose, CA 95110

Stock Exchange Listing

NASDAQ National Market
Ticker Symbol: SIRF

Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995

Certain of the statements contained herein that are not historical facts are forward-looking statements within
the meaning of the Private Securities Litigation Reform Act, including, but not limited to, statements about
market opportunity, anticipated features and benefits of our products and technology and our focus in 2005
on market presence through product initiatives and to deliver value to customers and stockholders. These
statements may be identified by such terms as “anticipate,” “believe,” “may,” "might,” "expect,” “will,"
“intend,” “could,” "can,” or similar expressions intended to identify forward-looking statements. These
forward-looking statements are subject to risks and uncertainties which may cause actual results to differ
materially from those expressed or implied by the forward-looking statements. These risks and uncertainties
include those risks discussed in our Annual Repart on Form 10-Kin “Management's Discussion and Analysis

of Financial Condition and Results. of Operations — Factors Affecting Our Operating Results.”
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BOARD OF DIRECTORS

Diosdado P. Banatao
Chairman of the Board

Managing Partner
Tallwooed Venture Capital

Moiz M. Beguwala
Director
Skyworks Solutions, Inc.

Michael Canning
President and Chief Executive Officer
SiRF Technology Holdings, Inc.

| Kanwar Chadha
| Founder and Vice President of Marketing
| SiRF Technology Holdings, Inc.

\ Stephen C. Sherman
| Private Investor

James M. Smaha
Independent Consultant

Sam S. Srinivasan
Founder and Chairman Emeritus
Health Language, Inc.

Michael Canning
President and Chief Executive Officer

Walter D. Amaral

|
l
|
] EXECUTIVE OFFICERS
|
|
|
f Senior Vice President and Chief Financial Officer

| Jamshid Basiji

f Vice President of Engineering
[
(

; Kanwar Chadha
| Founder and Vice President of Marketing

/ Joseph M. LaValle
[ Vice President of Sales

| Atul P. Shingal
/ Vice President of Operations

About SiRF Technology Holdings, Inc. Corporate Headquarters
SiRF's GPS technology delivers instant location
information, enabling users to find their way or

find their loved ones anywhere in the world
using car navigation systems, portable PCs,
cellutar phones, entertainment systems,

hand-held devices and a wide-range of new
and exciting consumer products.

148 East Brokaw Road

San Jose, California 95112
Telephone: (408) 467-0410
Fax: (408) 467-0420

www.sirf.com




